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ON THE NEED FOR FORECASTING A MULTILATERAL 
BALANCE OF PAYMENTS 


By RAGNAR FrRiscu* 


I. The Problem 


In the years immediately following 1929 a spectacular contraction 
k place in the aggregate volume of world trade. To quote only a single 
imple: In the period 1929-1932 the volume of imports into the 
United States of crude materials was reduced to something in the 
ighbourhood of one half, and at the same time the volume of exports 
( finished manufactures fell to about one-third.! 
During this period of depression the forms and methods of world 
trade underwent a significant change. The national governments began 
intervene in the affairs of world trade to a much greater extent than 
ore and through new forms and systems. Currency questions were 
led with a view to influencing the position of a given country in 
tld trade. Various systems of import and export regulations, many 
i them in the form of quantitative restrictions, were introduced, and 
ystems of bilateral arrangements based on quotas were developed. 
\t the same time there was a marked tendency toward economic au- 
hy in a number of countries. 

[he fact that this element of regulation and restriction occurred 
i usly with the great contraction in world trade, together with 
fact that it must, of course, be apparent to each individual exporter 

r importer that his particular business could be carried on more speed- 
| more easily if regulations did not exist, is responsible, it seems, 

e development of a widespread belief that these various forms of 
ition in themselves are, more or less, the cause of the contraction 

ld trade, and that therefore the abolition of these regulations is 

ial factor on which maintenance of world trade on a high level 


is professor of economics at the University of Oslo 
Nations, World Economic Survey 1935-36, p. 171. 


=] 
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This conception of the problem is, I believe, fundamentally wrong 
It confuses cause and effect. Undoubtedly there are certain types of re. 
strictions which are undesirable from the viewpoint of increased world 
trade, and some advantage may be gained through negotiations with , 
view to abolishing them. But such negotiations do not go to the bottom 
of the problem, and there is a real danger of losing sight of the esse: 
of the problem of world trade if too much energy and effort are concep- 
trated on the abolition of the regulation aspect of the problem. 

The problem has also another equally important aspect that mus 
be brought into the foreground and must be faced squarely if the Inter. 
national Trade Organization is to have any chance of achieving a last 
success. The object of the present memorandum is to draw attention | 
certain points of principle which are pertinent in this connection. 


Il. The Definition of a Balance of Payments 


[It will be well to start by making quite clear what is meant in int 
national trade by “payment,” “‘balance of payments” and in partic 
by “‘balance-of-payments difficulties.’’ Some of the remarks I am g 
to make will be more or less familiar to everyone who has been thinking 
about economics along modern lines, but for the sake of systematizati 
it may be well to state them explicitly. 

Barring unilateral transactions such as gifts, deliveries according t 
lend-lease arrangements and payments of indemnities, any given inter- 
national transaction may be looked upon as an exchange of two eq 
values, one moving in one direction and the other in the opposite direc- 
tion. These values may be of very different sorts: goods, services 
persons, capital goods or financial capital), gold, monetary notes, cr 
documents or sundry claims whose transfer is technically perform 
some other way than by the sending of a credit document. 

Therefore, if at any given moment or during any given period 
transactions are included (except the specified unilateral ones), 


aggregate for any given country and consequently for any larger re; 
or for the world as a whole must by definition always be in balance. 
When it is possible at all to arrive at the concept of a “balance” ¥ 
for any given country may be either positive, negative or zero, it is 
cause certain items are purposely omitted from inclusion in that lis‘ 
transactions for which the question of balance is raised. The line 
marcation between what should and what should not be included 
of course to a certain extent be conventional. But it is fair to sa 
think, that in all cases the underlying criterion involved is the deg 
of liquidity of the things that move. The things that possess the hig 
degree of liquidity are excluded. They are instead considered separa 
and taken to define “means of payment.” Thus, the change that take 
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the holding of such means of payment becomes the exact 
er-picture of the balance of the aggregate of all the other trans- 
;. In other words, any of the other transactions that do not pay for 
ther are to be “paid for” out of the liquid means. 
; being so, the presence of adequate holdings of such means and 
able process of replenishing them in due time become questions of 
ereatest concern to any country partaking in world trade. If the 
ngs are not replenished rapidly enough, the country runs into 
nce-of-payments difficulties.” 
[t should be emphasized that the balance-of-payments problem as 
ned refers essentially to a given national sector of the world 
y. That is to say, a balance of payments is arrived at by adding 
value-streams (except the highly liquid ones) that pass into or 
ownership of a person or an enterprise or institution belonging 
ven national sector. 
it of principle this balance is something different from the 
at determines whether the particular kind of currency which 
ed and named by that country shall be in excess or scarce 
For instance, a great part of the Norwegian shipowners sell 
es in dollars, and nothing would prevent say several non- 
n countries from carrying on trade amongst themselves in dol- 
ny other monetary unit, thus creating new factors both on the 
| demand side of the currency in question. In the future it 
stedly become necessary to pay more attention to these two 
ects of the balance-of-payments problem, the balance of a 
the balance of a kind of currency. 
relatively free exchangeability between the currencies, 
ler the balance of a given country in total terms without 
to whether the trade contracts call for payment in one or the 
the several currencies of the world. But due to the particular 
trade that are now being developed it becomes increasingly 
to distinguish between several balances of payments for each 
cording to the kind of currency in which payment is stipu- 
(his raises special problems of various sorts which I shall not con- 
is connection. In what follows I shall be concerned with the 
{-payments problem as it refers to the aggregate flows of values 
of a national sector. 


II]. The Specialization Effect and the Payment Effect 

» argument in favour of an extensive world trade is, of course, 

‘eases productivity through specialization amongst countries. 

ily this is a fundamental thing which must be given due 
We may speak of it as the specialization effect. 


| 4 


or 
it 
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Alongside of this we must consider the payment effect. Its natuy: 
may be explained as follows. If Say’s famous “‘law of the markets’ 
had been true and in particular if it had been valid in international tra¢ 
that is to say if supply in the international market had always create; 
its own demand, then the specialization effect would have been the on); 
fundamental factor to consider. But to proceed on this assumption would 
be abstractionism beyond excuse. Say’s law may hold good in a barter 
economy, but it is certainly far from being true in a world where thy 
system of trading is essentially based on the distinction between ty 
kinds of value-streams: one that represents something which has “ 
be paid for’ and another that represents the “‘payment,”’ the latte 
stream being to a large extent beyond the control of the prospectiy; 
buyer. Here the balance-of-payments problem emerges in all its serious. 
ness. In this case demand does not come into being spontaneously but 
is controlled by the concern about how to acquire the liquid value; 
which by definition constitute “payment.” 

This concern creates a peculiar kind of mechanism which is of para- 
mount importance in determining the ebb and flow in internationa 
trade. Under certain conditions it may lead to the monstrous situati 
where each of the parties in self-defence must refrain from buying the 
goods and services of the others, because the others in self-defence must 
refrain from buying the goods and services produced by the first. 

This applies both to debtor and creditor countries. When the tens 
has reached a certain point, the debtor countries (or debtor groups 
will try to consolidate their financial position by attempting to pay 
debts. And the creditor countries will want to safeguard their fina: 
position by demanding cash reimbursement as loans fall due, or at leas 


they will want to switch to more liquid investments. At the same t 
ll try to maintain home employment by impeding imports 
this will create the paradoxical downward spiral where each count 
through its efforts to strengthen its own financial position, makes | 
of the others worse and gradually makes the international flow of ¢ 
and services dwindle. This is the “payment effect’’ in its extreme for 
At the present moment these depressive factors in world e 
do not show up to any great extent, because they are counteracted 
other factors, particularly by the fact that there is now a shortag 
goods and excess demand nearly everywhere as a consequence oi | 
war. But history shows that such periods always give place to per 
of excess supply, and then the depressive effects of the mladjustment 
international trade will manifest themselves in full if they are not lor 


they wi 


stalled by appropriate action. 
The fact that we are rapidly heading for some such situation is sts 
ingly illustrated by the following clipping from the Manchester Guart 
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Natur Pe yeckly, March 20, page 16: “The Swedish decision to stop all imports 
arkets” [of non-essential goods including motor cars as well as ‘luxuries’ is a 
ul trade serious blow to British export trade. It shows that a new phase in world 
created rade has been reached. The success of the British export drive will de- 
the onl; pres nd not only on sufficient foreign orders but also, increasingly, on the 
n would currency position in foreign countries.’ 
a barter It is no use blaming the individual countries for acting as they do 
here t ) under the influence of the payment effect. Each of them acts as it <a to 
een two act and it is its duty to act to protect the interest of its nationals. The 
has “t evil resides in the system itself, in the rules of the game. The main point 
1e latter of issue is not to persuade any particular country or group of countries 
spective to make sacrifices for the benefit of the others. But the point is to intro- 
serious duce rationalized methods of transaction that can eliminate as much of 
usly but JP the payment effect as possible and thus be of benefit to all parties. To 
d values achieve this, the first thing needed is bold and constructive thinking in 
the light of fundamental principles, and the second is international ac- 
of para- IR tion based on such thinking. 
nation [fo approach the problem from this angle consider for a moment 
situation JF what is achieved by a bilateral trade agreement. In order to pass a fair 
ying the judgment on such an agreement one must keep in mind the payment 
nce must [F effect, not only the specialization effect. The bilateral trade agreement 
. has the unquestionable merit of eliminating entirely the strangulation 
e tensio! on foreign trade which is caused by the payment effect. This is the 
- groups raison d’étre of the bilateral trade agreement. And there can be no doubt 
o pay ol JF about the fact that in the impossible situation that existed in the period 
financia previous to World War II the bilateral trade agreements helped to sal- 
at least vage something that would otherwise have been lost. 
:me tim So far as the specialization effect is concerned the bilateral agreement 
yorts. A compares, of course, unfavourably with a multilateral system. But 
countr, here it must be remembered that we are not interested in the merits of 
akes that JF a system with respect to any single one of the two effects, but in its 
of g merits with respect to the composite effect. What is desperately needed 
e for isa system that is not only multilateral, but at the same time such that 
econol it will eliminate as much as possible of the payment effect. 
racted lhe last qualification is absolutely essential and goes to the very root 
ortag' of the principles on which an international trade organization must be 
ice of th built. It is chimerical to believe that the strangulation produced by the 
0 periocs FP payment effect will be eliminated by low ering tariff barriers and restor- 
tments!" Hing a freer organization of world trade. It is safe to predict that such 
not for: Jy measures will not have any sizeable influence on the mechanism through 
, which the payment effect operates. With tariff reductions or without 
n is str He such reductions the payment effect will be unfailingly at work and will 
Guarciet He continue to dominate the whole problem of international trade. From 
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time to time it will continue to create the same kind of bottle neck tha; 
it has created in the past. True, some countries will be more susceptib| 
to the effect that others, but all will suffer. To attack the payment effec; 
at the root one must approach the problem from a different angle. 


IV. The Trade Matrix 


The balance-of-payments problem occupies, and rightly so, an impor 
tant position in the system of rules that govern the activities of th 
special agencies connected with the United Nations such as the alread, 
existing Monetary Fund and the planned International Trade Organiz - 
tion. 

Article 7, Section 3 (a) of the articles of agreement of the Fund pr 
vides that the Fund may declare a currency scarce and Section 3 
provides that in this case a member country may impose limitations 
the freedom of exchange operations in the scarce currency. 

Alongside of this should be considered Paragraph 1 of Article 26 
the draft Charter of the ITO which provides that a country that has 
deficit in its balance of payments may impose import restrictions. | 
the subsequent paragraphs and in Article 27 a number of more or 
complicated rules are formulated regarding the way in which thes 
import restrictions shall be applied. 

The intention back of these provisions is highly commendable. It 
has obviously been to eliminate the worst manifestations of the paym: 
effect. But the way in which the intention is carried out is not very f 
tunate. The provisions as now formulated are not only inadequat 
the purpose of eliminating the payment effect, but they are worked 
on a principle that may intensify this undesirable effect. They treat t 
problem too much in the one-country-at-a-time manner while t 
way in which a basic solution can be found is to treat it as one unifi 
problem concerning the simultaneous adjustment between all 
tries. In other words, the problem and its solution must essentially 
formulated in multilateral terms. 

To be specific: The criteria on which a given country should b 
thorized to apply restrictions on exchange operations or on import 
not to refer solely to the payment or trade situation of that parti 
country, leaving the effects of these restrictions to be distributed 
the other countries according to some crude proportionality pri! 

In Article 7, Section 3 (b) of the articles of agreement of the Fu 
stated explicitly that the nature of the limitations shall be no | 
restrictive than is necessary to limit the demand for the scarce curt 
to the supply held by or accruing to the member in question. And 
Article 27 of the ITO draft Charter the proportionality principle is 
cepted and elaborated upon. 


If the restrictions are carried through according to such one-country- 
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e principles, the result may simply be to shift the difficulty from 

t of the system to others. Import restrictions carried out in 

y may throw a previously balanced country out of balance, or 

| they may deal a blow to some country that is already a deficit 

or is striving to repay a previously contracted debt through an 

rplus. In other words, international trade would be run directly 

situation where the payment effect was working full blast. An 

ition of the fact that these are not only abstract, academic possi- 

but realities of the first order, is furnished by the above clipping 
: Manchester Guardian Weekly. 


TABLE I.—MERCHANDISE TRADE, 1928 


xport figures not including transport costs. Tens of millions of dollars 
according to the parities in force, 1928) 


Importing} 1 | 2 | 3 | 4 5 6 | | 
Country | |Regions| Non- | 
|United| of | Conti- | Conti-| Rest 
suepice States | Recent | nental | nental | of Total | Surplus 
| Settle- Europe) Europe) World | 
N | ment | 
g0 | 165 | 24 | 142 | 75 | SO | 536 | 133 
| 87 0 | 138 | 150 86 | 55 | 516 | 121 
nt 8 | 74 | 22 | 135 | 115 | 17 | 381 | SO 
Europe| 91 7% | 53 | 663 | 173 | 83 | 1139 
tal 95 | 23 | 89 | 100 | 39 | 29 | 375 
| | 
32 57 | 5 81 33 106 | 314 | 
403 | 395 331 | 1271 521 340 | 3261 
| 
132 | 146 26 | 304 


ke Hilgert). The figures are arranged differently to bring out the essence of 
ilancing problem. 


tion must be faced when the rules and provisions of the ITO 
worked out in their final form. The problem of how to con- 
undoubtedly a difficult one but the task must be taken up 
an approximation to a formulation in terms of multilateral 

t be attempted. 
rk must be based on a thorough study of the structure of the 
nts as they appear from the multilateral viewpoint. In 
, out this aspect of the balancing problem it is desirable 
lost say necessary—to use a particular analytical device, 
1ultilateral balance of payments, or, as it may be termed, the 
taking the term “trade” in a broad sense). This matrix 
a multilateral balance sheet of the form illustrated in Table I. 
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e of Nations publication, The Network of World Trade, 1942 (mainly the 
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The figures of Table I represent merchandise movements. This js ap 
important item, but from the viewpoint of multilateral balancing other 
items must be considered as well. This leads, for instance, to a matrix 
involving the aggregate of goods and services or to a matrix of totg 
transactions (except the transfer of liquid means of payment). Fo; 
many purposes a much more detailed geographical classification must. 
of course, be used than that in Table I. As a rough indication of th; 
international economic structure and as an example of the technique 
exhibiting it, Table I may, however, suffice. 

If the sum of the elements in a row of Table I is larger than the sum of 
the elements in the corresponding column, the country (group) in ques. 
tion may be called a surplus country (group). The difference betw: 
the sum of the row and the sum of the column for each surplus country 
has been entered to the right in the table. In the opposite case th 
country (group) may be called a deficit country (group): the corre. 
sponding difference is then entered at the bottom of the table. Thes 
differences entered to the right or at the bottom of the table may |y 
called the net marginals of the table, or for short, the marginals. The su 
of the righthand marginals must obviously be equal to the sum of t 
bottom marginals. The total of these sums—in the example, 304—ma' 
be called the skewness of the matrix. More precisely it may be call 
the absolute skewness. The ratio of the absolute skewness to the aggre- 
gate volume of the table—that is, to 3261—is the relative skewness, i! 
the example 304/3261=9.3 per cent. In a table consisting exclusively 
non-negative numbers (as is the case for a trade matrix) the relativ 
skewness must be a number between 0 and 100 per cent. It is 0 w! 
and only when the table is completely balanced, that is when ea 
country (group) considered as part of the multilateral system is in | 
ance, 

A similar table may be put up for the import figures (including trans 
port costs). It is remarkable that although the elements of the ty 
tables show considerable differences, the marginals are not very difi 
ent. 

The skewness as here defined also expresses the amount of outs 
value movements that is needed in order to make possible the trade of th 
matrix in question. In particular, when the figures in the matrix perta 
to the total of goods and services, the skewness is an expression for t 
amount of liquid transfers or international lending that is needed. 1 
is another point which suggests the fruitfulness of the parameter desig 
nated as the skewness, and more generally, the fruitfulness of a set- 
such as the one exemplified in Table I. 

Similar matrices may be constructed for each of several importan! 
commodities or services, and aggregate matrices may be constructed 1! 
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ups of commodities and services. There may be groupings on difier- 
evels, that is, we may use a pyramiding appropriate to each type of 
blem to be discussed. 

Still more important, similar matrices may be constructed for quanti- 

; or amounts that are not actually traded but represent potential 

intities or amounts expressing the power and willingness of the several 
ntries to engage in the trading. The figures of such matrices would 


ve the character of estimates or forecasts or planning figures, all de- 


ing on the nature of the systems of trading that prevail in the 
eres in question. 

} arrive at meaningful figures in such potential matrices may of 
rse not be an easy task, but whether one likes it or not, the problem 
instructing such matrices must be faced if the deliberations on how 

hieve high and productive employment, economic stability and 
id development are to be carried on in a consistent and systematic 

Indeed, much of the reasoning in this matter does take place as if 


t should be possible to construct such matrices, so it seems better to 


implications of the reasoning used. 

\ few words may be in order regarding international lending as a 
ns of making up for the skewness of a matrix of goods and services. 
the one hand there may, of course, be circumstances under which 

international loans may be highly profitable both to the lending 
to the borrowing country. This may, in particular, apply to well- 
| long-term developments.The economic history of the United 

sis an example in point. 
On the other hand, there may be circumstances under which there 
; reason for optimism regarding the wholesome effects of inter- 
il lending on a large scale. This applies particularly to the em- 
problem that confronts us in a world of several nations want- 
nduct their affairs to a considerable extent on the Jaissez-faire 
Even in this case the intervention of international credit will 
oth out a skewness of the trade matrix and thus tempo- 
y keep things going without trouble. But if the trade skewness is not 
nsated within a reasonable time by a movement in the opposite 
n, the tension is, through the credit system, allowed to accumu- 

intensifying the difficulties. 

Once started, such accumulated tensions will, through their psycho- 
rical and other effects, tend to create a situation where downward 
rals and disastrous payment effects may develop. Such situations 
t be prepared to meet, and preparations must be made in 
vance because the problem of counteracting the vacuum of depression 
ch more difficult than the problem of keeping the driving force 

insion under control. 


RATANCE OP DAVWENTC SA 


S an 
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itr 
at 

| 

| 


544 THE AMERICAN ECONOMIC REVIEW 


The essential point to be remembered in this connection is that inter. 
national lending, if it is to be sound in the sense of not carrying in it th, 
germ of an internationally contagious contraction, must be expressib|. 
in terms of a planned timeshift in the import-export balance (or , 
highly probably forecast thereof). Any amount of skewness in the trade 
matrix that is accepted must be justified by such considerations 
Otherwise it cannot be considered a sound phenomenon. From the vii 
point of a lending country, lending must correspond to an excess capac. 
ity to export at the time of lending, and the paying back must « 
spond to an excess capacity and willingness to import at the time 
paying back. And vice versa for the borrowing country. When du 
count is taken of planned or forecasted timeshifts of this sort—barring 
outright gifts or lend-lease arrangements—a reasonable degree of 
sistency between demand and supply of goods and services an 
countries must be achieved. That is to say if we enter such planne 
forecasted sound movements of financial capital as items in the m 
any amount of residual skewness must be considered a danger ; 
and ought to give rise to efforts at eliminating it. 

The balancing of the trade matrix in this sense is a necessary « 
tion for the successful application of a world policy of high and pr 
ductive employment and of economic expansion. True enough, if 
sible counter-depressive policies are applied within a given co 
the situation within that country—and to some extent, the world sit 
tion—may be alleviated. But this can only be a partial measure | 
substantial maladjustments between the power and willingness t 
port and the power and willingness to import are allowed to exist. 1 
nature of the maladjustments that may exist multilaterally betwe 
figures expressing these exports and imports is therefore a very es: 
tial fact from the viewpoint of economic stability and development 
the structure of the maladjustments in such figures is an important 
of study. 

It not only offers practical problems of how to get the relev 
statistical information but also reveals problems of principle of a rat 
fundamental sort. Indeed, it turns out that maladjustments of this sor 
fall into a number of distinct types that are very different so far as | 
ressive effects are concerned. Some of them are of a rather 
sort, while others may be highly depressive. 


V. The Balancing of the Trade Matrix 
If a world trade situation, even one of considerable skewness 
to itself, it will always have a tendency to regress in its own 
a balanced state. And if one is willing to let it do so by the time-h 
method of the downward spiral, there is no need to bother about tt 
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; solution is not considered desirable—and the Charter of the 

| Nations states clearly that it is not considered desirable—then 

- regulatory measures must be taken with a view to bringing the 

matrix into balance in such a way as to produce the smallest pos- 
luction in welfare. 

bvious reasons it will be no easy task to agree upon how welfare 

measured on an international scale. In the absence of a definite 

ch measurements one will have to be satisfied with a rough 

of the welfare created by the international trade. The fotfal 

f international transactions in goods and services seems to be 

yne can come to a useful indicator at the present time. The 

of balancing would be then to carry it through in such a way 

imize total volume of world trade. At least it will be useful to 

» main consequences of such a formulation of the problem. 

me way or another nearly all the economic work of the United 

mnnected with this very problem. For instance, practically all 

fic tasks regarding economic stability and development that 

ated for the Economic and Employment Commission and its 

sions and for the specialized agencies, are of such a nature 


international and multilateral implications are to be brought 


t desirable solution of the balancing problem is, of course, 

; and means of making such increases in some of the elements 

x as will achieve the balancing. But in many cases increases 

ent magnitude are not feasible, at least not in the short run, and 

elements can be substantially increased, such a change may 

ze with what is needed for a complete balancing of the ma- 

to say, increasing some of the elements would simply mean 

me of the data of the problem. Having taken account of this 

: would again be facing exactly the same type of problem as 

namely, the problem of balancing a trade matrix by reducing 

elements. It will therefore always be of considerable interest 
principles and methods of this kind of balancing. 

e one would have to consider all sorts of special relations 

t the elements in a given trade matrix. For instance, an 

ent into a given country may be only a small item so far as 

nnage is concerned, but it may have a vital bearing on the 

ctive activity of the country in question because it repre- 

lispensable means of production, say lubricating oil. It is 

the scope of this note to go into detail concerning forms and 

is of taking due regard of such special relations. But there are 

neral principles—one could almost say certain mathematical 
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t be formulated in their connection with the trade matrix 
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propositions—regarding the nature of the skewness in trade matrices 
of aggregate figures that I am greatly concerned in bringing to ligh; 
These principles must be kept in mind. They must, in a sense, form { 
intellectual framework within which the practical solutions are work 


out. 

The nature of these general principles can best be explained by mean; 
of some purposely simplified numerical examples. Consider three coun. 
tries whose trade matrix is as indicated in Table II. 


TABLE II.—UNBALANCED MATRIX 
(Global sum 20) 


Importing | 


Country | 
1 2 3 
| 
Exporting 
Country 
1 0 5 1 
2 3 0 2 
3 Pal 1 0 6 
5 1 6 


In this example, countries No. 1 and 2 have deficits in their bala 
of payments amounting to 5 and 1 respectively, while country N 
has a surplus of 6. 

In a trade matrix it is always possible to solve the balancing prob! 
simultaneously for all the countries by an application of import rest: 
tions on a proportionality basis. In the example this means that 
possible to find three positive coefficients, less than or at most equal t 
unity, and such that if all the import figures of country No. 1 aren 
plied by the first of these coefficients, all the import figures of 
No. 2 are multiplied by the second of the coefficients, and all thos 
country No. 3 by the third, then the matrix will be brought into | 
plete balance. 

The absolute magnitudes of the multipliers are obviously immaterial 
because if a certain set of them brings the matrix into balance, any s¢t 
that is, say, twice the former—must also give a balanced matrix. B 

if none of the elements is to be increased, this establishes obvioush 
upper bound for the multipliers. In the example 16/51, 25/51 and ! 

a set of such multipliers. Indeed, if the figures in the first column of 1: 

I] are multiplied by 16/51, those in the second by 25/51 and those 1! 
third by 1, we get the matrix of Table III. It can be proved that: 


gardless of how many rows (and corresponding columns) a matrix has 


+ 


FRISCH: MULTILATERAL BALANCE OF PAYMENTS 547 


regardless of how the numbers in it are distributed, if only the ele- 

ments are non-negative numbers, then a solution of this sort exists.” 

light But this method of bringing the matrix into balance may be a very 
nsive one in the sense that the total volume of transactions is 
‘ht substantially down from what it was originally. In the example 


I [I.—MAatTRIxX BROUGHT INTO BALANCE BY USING THE PROPORTIONALITY PRINCIPLE 
cou (Global sum 9.39) 


gz or in decimal figures: 0.94 0 2.00 


| volume of transactions is reduced from 20 in Table II to 9.39 
lable ILL. 

g at the figures in Table II, it is easily seen that if we give up 

tion of proportionality, we may adjust the matrix in such a 

that the total volume of transactions is reduced by a much smaller 

t, namely by the total skewness which is contained in the original 

, that is, by 6. This can be done, for instance, by reducing the 

8 by 5 and the lower figure 1 by 1. This gives the result shown in 
ala! fable IV, which is balanced. 


IV.—Matrix BROUGHT INTO BALANCE WITHOUT IMPOSING THE 
PROPORTIONALITY CONDITION 
(Global sum 14) 


wwe 

wn 


0 0 


lable IV the reduction in total trade is much less than in Table ITI. 

) ¢ But country No. 3 (the surplus country) may perhaps find it ‘‘unjust”’ 
that in this case its exports have been drastically reduced while those 

ateria | the other countries have not been reduced at all. The fundamental 
ny set inswer to this is the following: Even if the proportionality principle had 
x. But n applied throughout, country No. 3 would have suffered the same 
sh total reduction in export. This is seen by comparing the last row of 
[V with that of Table III. The only ‘‘advantage”’ which the sur- 


try could have gained by insisting on the proportionality prin- 


‘am 1934, pp. 275-77. A similar adjustment when account is taken of priority 
= issed (under simplifying assumptions), pp. 293-320. 


0 2.45 1.00 
= 0 2.53 0.49 0 
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ciple would have consisted in the pleasure of also seeing the others suffer 
Its own fate—at least so far as the aggregate export is concerned—would 
have been the same. 

The above example is a very simple one. In particular it is simple i: 
the sense that the balancing can here be carried completely through by, 
what may be called first order adjustments, that is to say, by reducing 
only such elements as have the property of being at the same time an 
export item for a surplus country and an import item for a deficit 
country. In this case the skewness of the matrix is reduced by the sam 
amount as the elements themselves. In more complicated cases the situ- 
ation may be such that this is not possible. Table V is an example of this 


TABLE V 
Importing 
Country 
No. 1 2 3 4 5 
Ex 
i tr 
N 1 0 30 60 0 100 
) 0 0 20 0 0 
75 10 0 0 0 
j 60 5 5 0 5 
25 0 0 75 0 
0 0 0 5 


In Table V there does not exist any positive item which is at thi 
time an export item for a surplus country and an import item 
deficit country. Therefore, if the condition is imposed that the mati 
shall be brought into balance and no item increased, then it 1s necessar 
to reduce one or more of the items for a country which is alread} 
If one item pertaining to a balanced country is changed, it be 
cessary to change correspondingly one or more of the other items 
taining to that country in order that it shall be kept in balance. In 
ords, the kind of operation now to be considered is to reduce pari } 
1th an import item and an export item (or several) of a country} 
ready in balance, the import item in question being one that 
surplus country and the export item in question being on 
oes to a deficit country. This is a second-order operation. Hi 


imination of one unit of skewness in the matrix entails a reductio! 


weregate trade by two units. Such a method of carrying the tra 
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r trix towards balance may not be very appealing, but it is necessary if 
Id f the items is to be increased (as will be the case when the possi- 
; of expansion and sound lending are already taken account of). 

ion is not whether one likes this way of bringing the matri« in- 

by to balance or not, but whether the balancing shall be brought about by 
rational measure or whether one shall leave it to be done by the 


an onored method of the freely working downward spiral, which may 
cit the aggregate trade down by a still more considerable amount. As 
ple of second-order operations Table V may be adjusted in the 
tu- ing way: The export from the surplus country 2 into the balanced 


1 (which in the table is equal to 30) is reduced by 5 and at the 
e the export from the balanced country 1 into the deficit coun- 
ch is 100) is reduced by the same amount, 5. This will bring 
into complete balance, and the aggregate trade is reduced 


tally, Table V shows also another thing, namely that the 
rency clause may not be sufficient to cover an unbalanced 
In Table V it was indeed necessary to adjust also a country 
rrency”’ is not scarce. 
more difficult cases we may need to go to third-order opera- 
at is, operations where we reduce pari passu three items, a first 
; the export from a surplus country into one of two balanced 
the second being the export from the first of the balanced 
nto the other, and the third being the export from the second 
untry into a deficit country. In this case aggregate trade 
ght down by an amount which is three times as large as the 
which the skewness is brought down. Similarly, higher-order 
may be needed. 
roing into further details it is clear that one cannot, as is 
ne, pass a general and sweeping judgment to the effect 
sar t mination is always something reprehensible. In particular, 
ly t in many cases admit import restrictions of a non-proportional 
[his is necessary in order to assure that the reduction in 
ye rendered as small as possible. To adopt a more flexible 
irds the problem of how to define permissible import re- 
it seems, desirable also for the immediate practical reason 
intries would at the present time probably not be ready 
type of rules contained in Article 27 of the ITO draft 
y concept of discrimination ought really to be changed. 
ven a multilateral meaning: Those, and only those, opera- 
e considered discriminatory which tend to work counter 
zation of total world trade, this maximization being con- 
light of the principles developed above. 
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VI. Suggestions 

In view of the fact that a trade matrix may display many peculiarities 
so far as its skewness is concerned, and of the further fact that these 
peculiarities may, each of them, have important consequences for what 
sort of situation is likely to develop in international trade, it seems that 
everybody ought to be able to agree upon the desirability of instituting 
a continuous study—both factual and analytical—of trade matrices of 
appropriate forms and a regular world-wide dissemination of informa. 
tion regarding the results of this study. 

As a matter of fact this conclusion has already been reached by the 
Economic and Employment Commission. Indeed, at its first sessio; 
(January-February, 1947) it instructed its Sub-Commission on Employ- 
ment and Economic Stability, amongst others, to give consideration t 
arrangements for the regular collection, analysis and exchange of inf 
mation on income, demand, and balances of payments, including met 
ods of presenting the multilateral aspects of balance-of-payme 
problems. 

It is my sincere hope that such studies may be taken up as soon as 
possible and pursued intensively by a sufficiently large staff of com 
petent investigators. I am convinced that, as time goes on, it will becon 
increasingly evident that such studies form the most vital part of t! 
economic research work needed to assure the success of the Unit 
Nations. 

The most appropriate place to organize such studies seems to be either 
the Secretariat of the United Nations or the ITO. For certain aspe 
of the problem, useful cooperation can undoubtedly be obtained from 
other specialized agencies such as the Monetary Fund, the Internatio: 
Bank, the Food and Agriculture Organization and the Internatio. 
Labor Organization, but none of these organizations has a scop 
sufficient generality to make any of them the natural place for a « 
tralization of international economic studies of the trade matrix typ 

At the present time it is difficult to make definite proposals regarding 

he kind of provisions that could be incorporated in the ITO Chart 
in order to induce events in international trade to depart as littl 
possible from the optimum course. Definite proposals in this connect 
can better be made after a certain amount of research on trade mati 
has been done. It may, however, be of some use to list a few altern 
suggestions at the present stage. They are given for what the} 
worth. 

1. The most lenient way in which the ITO can attempt to influe! 
the course of events in the optimal direction would be to issue war 
and recommendations based on a thorough study of the trade mat 
and of the tendencies which it reveals. This would necessitate forecast 
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rures in the matrix. One may have to consider, say, one forecast 
ynths ahead and another one year ahead. Introducing into the 


ter of the ITO provisions regarding the issuance of such warnings 


mmendations would indeed be a highly promising step forward, 
no more far-reaching international action to counteract the pay- 


t eflect can be agreed upon at present. 


{nother possibility is that through provisions in the Charter dis- 
itory measures with respect to import regulations may be au- 
d, subject, however, to specific conditions somewhat of this form: 


ich per cent which a given country would 7ncrease its imports from 


nd such a country it should be authorized to reduce its imports 
h and such other countries by such percentages. The ratios be- 
these percentages should be determined by the ITO with a view 
ilizing the multilateral situation as a whole. Also in this case the 
uld, of course, have to be based on a thorough study of the 
ng skewness of the trade matrix. 
} 


A further possibility is that inducements in the optimal direction 


be introduced through concerted action regarding price policies, 
rted action taking place under the auspices of the ITO. 

ver the nature of the actual measures which it proves possible 
pon at the present time, a real effort should be made to explain 
everywhere the true nature of the forces at work in inter- 

rade and the principles on which a solution must be built if it 
roach the optimum solution. The mere fact that these things 
rht clearly to light will create a pressure of opinion that cannot 


) prepare the ground for a rational and effective organization of 


‘ 
la 
“> 


COST FUNCTIONS AND FULL EMPLOYMENT 


By Arvin H. HANSsEN* 


Economists are increasingly concerned, and rightly so, with 
problem of rising costs and inflationary pressures under conditions 
full employment. Sometimes it is indeed alleged that, inherent in 1 


cost situation, are deep-seated conditions which render full employ 


ment precarious and unstable—that a private-enterprise and pri 
system in the nature of the case is compelled to stop short of full e 
ployment by a very considerable margin. 


It is necessary first to clear away certain matters which are in fa 


irrelevant to the issue at hand. The problems involved in reconvers 
from a gigantic war to peacetime conditions are of a special chara 
On the one side there are pent-up accumulations of demand; on t 
other side are temporary shortages (pipe-lines not yet filled) grov 
out of the difficulties of reconversion. 


These temporary, war-created excesses of demand and shortages 


cannot fail, in a free-price market, to produce abnormally high pr 
About this very little can be done, if rationing and price contro! 
ruled out. The 33 per cent increase in consumer food prices in the U: 
States from May, 1946 to December, 1946 is a case in point. It has 
suggested that these high prices have placed foods out of the reac! 
mass of consumers, and that money incomes should therefore be r 
to match this increase. Yet this procedure would achieve n 
Raising incomes to match the increase in food prices, would, und 
conditions cited, only raise prices again. Rationing and price « 
being ruled out, we are compelled to await the normal process 
adjustment, though appropriate fiscal policy can contribute great 
toward the achievement of a new balance. Eventually these abn 
high prices will come down if “‘scarcity (or temporary) price inflat 
not followed by a corresponding “income (or general) inflation.” 
a downward adjustment of prices is not properly speaking “‘deflat 
A true deflation of prices means the crumbling of the whole cost st 
ture—a structure based fundamentally on labor cost or “efiici 


wages.’ 
Any fall in the prices of commodities which are temporarily 
supply—in prices which are far out of line with the normal long 


* The author, professor of economics at Harvard University, acknowledges ind 


Profe rs Gottfried Haberler and Paul Samuelson for helpful suggestions and crit 
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cture—represents a movement toward a balanced price struc- 
| is a healthy development for the economy. A deflation of the 
st-price structure, has, however, disastrous consequences for 
my. The price decline which began in 1920 was at least in some 
f the corrective type; that beginning in 1929 was basically of 
tionary type. 
it is not so much (1) the special problem of scarcities, here and 
the economy, that worries the economist when he considers the 
; of full employment. More important is (2) the danger of 
flation, #.e., wage rates outrunning advances in productivity. 
these problems are of great social concern, the latter from a 
wpoint and the former during the immediate postwar 


t the matter to which I wish here to direct attention is something 
third alleged danger of inflation due to general undercapacity 
and equipment. Granted that wages are held in line and 
are no unmanageable temporary scarcities, we still have to 
structure of costs, prices and profits as they unfold when a 
nomy approaches full employment. 

something inherent in the cost-price structure under full- 
nt conditions which produces abnormally high profits? If this 
profits could not be tapped by trade-union demands. For 
emands, if granted, could only raise both the cost curves and 
| curves, leaving profits largely unaffected. But a condition 
ly high profits under continuing full employment would be a 
table one. It would create social unrest. It would also render 
naintaining full employment difficult, since abnormally high 
ld tend to widen the gap between private investment and the 

rs generated at full-employment levels. 
s to be examined, then, is that under the price system con- 
mployment is in the nature of the case not feasible, that to 
employment it is necessary to have several million unem- 
1 curves high enough so that the marginal revenue 
ll cross steeply rising marginal costs at points corresponding to 
nt will, so the thesis runs, produce enormous profits. Prices 


bove total unit costs. This, be it noted, is not due to wage 
lhe steeply rising marginal cost curves are due to inadequate 
tal capacity. This is the alleged dilemma. Nor is this situation 
e, since the distortion is inherent in the nature of the cost 

lf labor unions tried to capture the high profits by pressing 
wages, the effect would be to raise both the marginal revenue 
| the marginal cost curves together, leaving the spread be- 
unit costs and prices, by and large, as high as before, but at 
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an inflated price level. A way out, it is suggested, is to reduce employ- 
ment and output, thereby moving down (and back) on the cost curves 
sufficiently far to restore a balance in the cost-price structure. But this 
means perhaps six to eight million unemployed. 


Profit Variations over the Cycle 


We may distinguish three types of conditions affecting the averag; 
revenue curves confronting entrepreneurs: (1) perfect competition 


MC 
/ 
/ 
/ 
/ 
/ 
/ 
/ 
t 
/ 
f P3 > Boom 
3 / Demand 
2 Demand 
Co 
0 Q, Q, Q, 
CasE A 


(2) monopolistic competition, and (3) administered prices rigidly ma 
tained regardless of volume of sales. In the first case, the margina 
revenue curves are horizontal and coincide with the demand or averag 
revenue curves; but every increase in aggregate demand causes 
upward shift in these curves. In the second case, the marginal rev 
curves slope downward, but they shift to the right (or up) with ea 
increase in aggregate demand.! In the third case, the marginal reven! 
1 It may be, as suggested by Mr. Harrod, that the demand curves become less ela 


rosperity years as compared with depression years. If this were so, profits would rise © 


more in boom years. 
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rve is represented by a horizontal line indicating the administered 
which is rigidly held throughout the cycle regardless of sales 


"Depression" Demand 


jormal™ Demand 


wou 


"Boom" Demand 


il 


CASE B 


sider each of these situations in the typical business cycle of an 
table economy, yet one experiencing approximately full employment 
h boom period. We assume also, as economists usually have done, 
narginal cost curves rise fairly sharply before full employment is 
d. What are the implications with respect to profits in each of the 
ases: (a) in boom, (b) in depression, and (c) at some intermediate 
mal’’ level of business activity such as Schumpeter’s ‘‘neighborhood 


lum. 
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In Case A, at “depression demand”’ variable costs (VV) are barely 
covered by the price Q,P, making it just worth while to produce 00, 
amount; at “normal demand” moderate profits are made, the price being 
Q2P2; at “boom demand”’ very large profits are made, the margin }y 
tween total unit cost (TT) and price being C;P; while the sales volume 
is OQ3. 

In Case B, at ‘“‘depression demand”’ the optimum output OQ, (mar. 
ginal cost equals marginal revenue) will be sold at price Q,P, slightly 


LN / MC 
, Price 
MC. 
Q, Q, Q, Q, 


0Q, = Depression Sales 
OQo = Normal Sales 
Optimum Sales (marginal revere equals marginal cost) 


Boom Sales 
iministered Price; rigidly maintained at all points in the cyele 


CASE C 


above variable unit cost (VV) but below total unit cost (TT); los 
are sustained. At “normal demand,” optimum output OQ, can be sol 
price Q2P2 somewhat above total unit cost (TT); moderate profits 
realized. At “boom demand” optimum output OQ; can be sold at Qs! 
far above total unit cost (TT) and very large profits are earned. 

In Case C, at ‘“‘depression sales’’ OQ,, variable unit costs (VV 
just covered, but total unit costs (TT) are far above the administer! 
price. At ‘“‘normal sales’? OQ:, there is a considerable margin betwe 
price (Q.P.) and total unit costs (Q.C:), yielding moderately 
profits. At “optimum sales’? OQ;, the margin between the adn 


/ 
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ely tered price (Qs;Ps) and total unit cost (Q;C;) is about the same as in the 
0; f OQ» sales, but profits are much higher in view of the larger 
ing sales volume. At “‘boom sales” OQ,, profits are lower than in the case 
be f OQ, sales, since marginal cost has now risen above the selling price. 


me lecline in profits is presumably tolerated only because the heavy 

vol of sales is regarded as temporary and it is believed good long-run 

ar- y to satisfy the extra boom demand. The policy of holding a fixed 

itly rice through out the various phases of the cycle is for various reasons 
| as being in the long-run interest of the firm. 

‘ it committing ourselves at this point to any conclusion with 
to the shape of the cost curves, we assume for the moment that 
ng of the sort indicated does occur in the swings of the cycle. 

lels are, however, overly simplified. For one thing the cost 
nay in fact shift to lower levels as depression deepens owing 
ered ; to falling money wage rates, to falling prices of raw materials, 
” gains in efficiency (improvements in methods of production 
terms of technology or organization). Conversely, as one 
from depression to boom, the cost curves may shift upward due 
ey wage rates rising faster than productivity and to rising raw 
| prices. In this case, however (contrary to the downward 
nt) the upward shift in the cost curves would be slowed up by 
| gains in technological or organizational efficiency. 


Definition of “Capacity” in Long and Short Run 
m “capacity,” as the literature reveals, is not easy to define in 
factory manner, since there is no one “‘capacity”’ output which 
| not be exceeded more or less if the fixed plant were more inten- 
itilized. ‘‘Capacity”’ may perhaps best be defined in terms of the 
it cost at varying degrees of intensive use of the fixed factor. 
a highly fluctuating economy, it might be true that a firm would 
to adjust its fixed factor so as to produce the “normal” (Schum- 
mount at lowest total unit cost. But as boom conditions of 
| develop, marginal cost would rise more or less steeply. Thus 
losses could say that the economy was operating at ‘‘optimum capacity” 
old at t the “normal” phase in the cycle. Accordingly, if demand rises suffi- 
ts ar tly under boom conditions so that marginal revenue will equal the 
Qs: rising marginal cost, then very high profits would inevitably be earned in 

t sh prosperity phase of the cycle. 

in a highly fluctuating society such high profits might indeed not be 
ster eaten into by new investment coming into the industry, because the 
twee n profits are regarded as temporary and highly precarious. Neither 
t | firms, nor any new entrant to the business, are likely (so it may 
minis- irgued) to extend fixed investment to a point at which “low-unit- 
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cost’’ capacity will correspond with full-employment output.? The boom 
being temporary and often short-lived, there is neither time nor ade. 
quate incentive to bring capacity up to a level which would yield loy 
total unit cost at full employment. Under continuing full employment 
however, there would be both time as well as the incentive to enlarge 
capacity, thereby pushing the cost curves to the right so that the hori. 
zontal, or nearly horizontal, portions of the curves will encompass {! 
employment. Accordingly, even though convincing evidence were pre- 
sented to the effect that short-run marginal cost curves do rise steeply 
in a highly fluctuating society, that would prove nothing with respect t 
a continuing full-employment society. 

If full-employment output were continuously maintained at a mar. 
ginal cost high up on the steeply rising curve, this situation would 
indicate a high return (or “‘quasi-rent’’) to the limited fixed factor, or ip 
other words, a high marginal efficiency of capital. This situation is 
calculated to induce an expansion of investment in fixed capital. Larger 
fixed capacity would mean that the total unit cost curve is pushed out t 
the right so that the lowest point on the curve is at or near full-emplo) 
ment output. Momentarily (demand and price being at first unchanged 
this would mean higher profits. But all the old firms, having increas 
their capacity, will now expand output, and moreover, new firms y 
enter the industry. Thus the margin between price and total unit cost 
would be narrowed and the abnormally high profits or quasi-rents would 
be whittled away. Continuing full employment would accordingly te: 
toward an equilibrium profit rate. 

The period of transition, during which fixed-capital capacity ¥ 
being built up to the requirements of a sustained full-employment 
society would, under the conditions discussed above, exhibit all t! 
characteristics of unbalance and distortion of the typical boom. Profits 
would remain abnormally high; marginal costs would be up; and pri 
would be far out of line with total unit costs. These inherently unsta' 
conditions might indeed cause no great difficulty during the s! 
period of a transitory boom, but are they tolerable for a longer, sus 
tained period such as would be needed to build up capacity to the! 
required level of full employment? The social strain might possibl) 
too great. In these circumstances a wage inflation might break | 
and with it a cumulative price inflation. 

The alternatives, it might be suggested, would be either price contr 
or excess profits taxation. Price control (if feasible over a prolong 


2 In opposition to the above statement it might be suggested that the leading charact 
f the boom isa high level of investment, and that this would therefore tend to raise “caj 
output toward lowest total unit cost. It is perhaps sufficient to say in reply that the nev 
| equipment installed during a boom is largely completed late in the boom phas¢ 
even after the upper turning point. 
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boom neriod as in fact is not probable) might indeed close the gap between 
- ade- prices and total unit costs, but it could not compel an enterprise to 
d low extend output beyond the intersection of marginal cost and marginal 
ment revenue (the latter under price control being a horizontal line). It is 
lars: nceivable that, short of complete monopoly, a firm might wish to sell 
hori all the market could take at the controlled price merely to hold its 
ss ful ace in the market and prevent its competitors from gaining an undue 
€ pre- proportion of the total business. But while an administered price may 
teeply nentarily in a fluctuating society be held below marginal cost when 
ect m sales run high, there is less reason to expect entrepreneurs to 
from maximizing their profits when there is prospect (in a sus- 
. mar. tained full employment society) for continued future high volume of 
woul 
, Or in Empirical Analysis of Cost Functions 
isone hus, if the conditions were as stated, serious difficulties would pre- 
Larger sent themselves in a full-employment program. It now becomes neces- 
outto J sary, however, to inquire more fully into the assumptions made above 
npio} vith respect to the shape of the cost curves in a society characterized by 
unge lustrial fluctuations such as we have had in the past. Until relatively 
Teast recently, economists have usually assumed, it is perhaps fair to say, that 
oie irginal cost curves do rise steeply as boom conditions are approached. 
It COSt Keynes took this for granted in his General Theory. Accordingly, he 
wou ided that as aggregate demand was increased, prices would neces- 
y tel ily rise, and so real wages (in the absence over the short run of gains 
productivity due to changes in technique and organization) would 
ty was ssarily fall. Part of the increase in aggregate demand would thus 
yyment | over in higher prices, and only a part in larger output and employ- 
. ment. Had money wages risen to offset the higher prices, this would 


t an upward shift in the cost curves, and so output and em- 
ould rise less than might otherwise have been the case. But 
e in wages would cause a further shift in the demand curves 
lationary consequences. In his later article in the Economic Jour- 
er, Sus March, 1939, on “Relative Movements of Real Wages and Output”’ 
re-examined this thesis, and concluded that possibly the cost 
were flatter than he had formerly supposed. But he ended the 
an uncertain note, and suggested that the matter required 
r examination. 

s's rigorous assumptions—no changes in productivity or tech- 
often overlooked. Increased productivity, together with 
or r unit fixed cost in a period of expansion, may permit increases in 

cay wages when aggregate demand raises employment. 
e the appearance of Keynes’ article we have the very illuminating 
tical discussion, together with the comprehensive survey of em- 
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pirical data, contained in Chapter V of Cost Behavior and Price Polic, 
prepared by the Committee on Price Determination under the chair. 
manship of Professor Edward S. Mason.’ The Committee concludes 
that empirical studies indicate with few exceptions a linear cost-output 
relationship. ‘“‘These results are of particular interest, since economi: 
theory has usually presumed an inverted ogive for total costs and mar 
ginal costs that are markedly U-shaped” (p. 109). The belief that margin- 
al costs “‘describe a smooth U-shaped curve reflects a bias in economi 
theory.” The suggestion that marginal costs approach the “horizontal 
over large ranges of output’”’ is of the utmost significance since, if this js 
so, small changes in demand will tend to permit large changes in output 
without significant price increases. If the economic system has linear 
cost functions, this is a highly favorable fact for full-employment poli 

As one element in the explanation of linear cost functions th 
mittee offered the suggestion that fixed factors are more or less divisi! 
The more divisible the plant and equipment, the more likely that var 
able costs will be linear. Parts of a plant, and groups of machines, may 
be shut down or put back into use as output varies. ‘‘Within wide lin 
the fixed factors may be compared to small units whose combined costs 
are simply proportional” (p. 111). Moreover, a plant may be operated 
at optimum output a few hours per week, or with one or more shiit 
In addition, as output expands, identical machines may be added withi 
wide limits, as in a shoe factory. A machine may run at two or thre 
different speeds, or make several widths and thicknesses or lengths 
material. Or there may be flexibility with respect to types of product 
Flexibility means less specialized fixed factors (pp. 112-13) and h 
relatively more nearly linear cost functions. If “‘empirical studies s! 
show that conditions of divisibility and flexibility were typical, on! 
linear function could be both pertinent and useful for the interpretat 
of economic phenomena” (p. 113). 

The data accumulated by Professor R. A. Lester* from discuss 
with numerous business executives and from written replies by s 
fifty concerns are in general agreement with the findings of the r 
searches examined by the Committee on Price Determination. 1 
empirical findings, while not conclusive, at any rate challenge t! 


3 National Bureau of Economic Research, 1943. See the bibliography of the various 
studies cited on pp. 81-82, 84, 89-92, 96, 100, 105, 108, and 112; also the bibliograp! 
pirical data cited by R. A. Lester, Am. Econ. Rev., Vol. XXXVI, No. 1 (Mar., 1946 
68 and 71 

4 American Economic Review, Vol. XXXVI, No. 1 (Mar., 1946). Professor Fritz M 

teresting criticism (American Economic Review, Vol. XXXVI, No. 4, Pt. 1 [Sept., 1' 
519-54) is excellent with respect to his defense of the theoretical apparatus ol 1 
but I am not able to see that he has successfully attacked Lester’s empirical findings 
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ns usually made with respect to sharply rising marginal cost 


If the view tentatively expressed by the Committee on Price Deter- 
should prove to be correct, one may take (fortunately for 
m) a more optimistic view with respect to the possibility that 
ployment may be reached without serious distortion in the 
relationship. There remains, to be sure, the danger of wage 
But this is a problem of labor-management relations and 
bargaining and not a question of an inherent “flaw,” so to 
the capitalist or price mechanism whereby full employment 
reached except under conditions of grave cost-price unbal- 
fit inflation, and a distortion of income distribution. If the 
f the cost curves is such as to permit full employment without 
my being perched high up on steeply rising marginal cost 
en there is at least no inherent reason why full employment 
achieved without creating violent distortions of a character 
iid render economic stability improbable. 

imination of price movements in past periods of high peacetime 
could (but not necessarily) be interpreted as lending sup- 
onclusions of empirical studies with respect to linearity of 
tions. Some boom periods which have nearly reached full 
have not been characterized by serious price inflation. In 
ployment years culminating in 1907, average annual prices 
range from 58.9 to 61.8 from 1902 to 1906 and rose to 65.2 
1907. But this was a period of secular rise in prices when 
rs were operating on the price level—factors which have no 
the shape of the cost curves. In the high ’twenties, full em- 
vas reached, yet prices declined from 103.5 in 1925 to 100.0 

in 1927, 96.7 in 1928 and 95.4 in 1929. 
stability alone does not prove that the cost functions are 
(he behavior of finished goods prices in boom years could not in 
f the case offer convincing evidence either way with respect 
ss of marginal cost curves as boom employment conditions 


pacity may have been adequate, and even more than adequate, over past 
the requirements of boom-time output has often been advanced in busi- 
Thus it has often been alleged that there is an inherent tendency to- 
’ throughout the economy stemming from: (a) the nature of the com- 
lustry and its quasi-monopolistic variants, and (b) errors of judgment 
sund about”’ nature of the capitalistic system of production. 
r ahead of demand’ and with imperfect competition, in particular in the 
struggles, the latter situation |7.e., falling tota] unit cost] will be much 
y possibly even move within the descending interval of their marginal 
ccount for many instances of ‘over-production’ and ‘over-capacity’.” 
iness Cycles (New York, McGraw-Hill 1939), p. 91. 


562 THE AMERICAN ECONOMIC REVIEW 


are reached. This is true because, even though cost curves did rise 
steeply, prices might be fixed on an administered basis, with no attempt 
at short-run maximization of profits. On the other hand, prices might 
rise sharply in boom times owing, not to rising marginal costs but by 
reason of speculative inventory accumulation resulting, for example, 
from crop failures, labor disturbances or fear of war.® Or prices might 
fail to rise even though the marginal cost curves sloped upward, sing 
increasing man-hour productivity (not offset by wage increases) might 
hold actual marginal costs (measured in a time series) constant. 


Insufficient Capacity for Full Employment 


It is to be noted that the late ‘twenties did indeed witness large profits 
The high profits, it may be suggested, might have been due not 1 
steeply rising marginal cost curves (with a wide gap between prices and 
total unit costs). High profits could equally be explained by a downward 
shift in horizontal cost curves due to the failure of wage rates to rise wit 
rapidly increasing man-hour productivity. This downward drift in t 
cost curves would necessarily widen the spread between prices and tota 
unit costs. If this were the correct explanation, the remedy for the al 
1ormal margin of profit in the boom ‘twenties would have been lower 
prices or higher wages. Sub-marginal firms might indeed not have b 
making profits, and higher wages or lower prices might (quite prop 
have Squecz d them cut. 

There remains to consider the special situation (unlike the usua 
cycle) growing out of the prolonged stagnation of the ’thirties. It is quit 
possible that up to 1929, the United States was in general provid 
taking an overall view of the different branches of the economy) wit 
fixed plant and equipment so adequate that even in boom periods out 
was at or near lowest unit cost—that cost functions were in gene! 
linear. In the ’thirties, however, we added relatively little to our t 
capital stock; we never tested our “capacity” until the war brought | 
employment. It is true that the test did not appear to display any over 
whelming serious deficiency in fixed capital. But it is also true that | 
large additions to plant and equipment made during the war 
specialized and much of it was not very useful for peacetime product 
[hus we are probably not as well provided with fixed capacity, relati\ 


®§ In 1923 the prices of finished goods increased by 2.7 per cent compared with the pr 
1926 they declined by 0.6 per cent compared with 1925; in 1929 they 
1 with 1928 this time by 0.8 per cent; while in 1937 (a year of spe ulative 
ilatio shed goods prices rose by 5.7 per cent. In general there is apparently ! 
t strong upward movement of the prices of manufactured goods up to the peak 
‘ften at some earlier point in the boom phase a sharp rise in prices n 


I 1925 and again in 1928, prices rose ¢ onsiderably above those of the preceaing 
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full employment requirements, now as we were in 1929 and in earlier 


etime booms.’ 


ave frequently called attention to the remarkable fact that of the 


lion gross capital formation in business plant and equipment 
in the decade 1931-40, 90 per cent was replacement investment. 


t even though there was relatively little met investment, the produc- 


capacity of American industry was enormously greater at the end 
decade than it was in 1930. Better and more productive equip- 
was installed in place of the worn-out and discarded equipment. 
rtheless, it is probable that in terms of the requirements of peace- 
| employment there existed at the end of the war a condition of 
ipacity.’’ Autonomous investment in the ’thirties was inade- 
to raise income to full-employment levels. Had we by a positive 
naintained full employment, a sustained high level of income 
ave induced far more net investment than we in fact experi 
Had this been done, we might have ended the decade with 
te capacity—adequate in the sense that full employment output 
it or near the point of lowest total unit cost. 
t this is a difficulty confronting us in the transition from the long 
mn of the ’thirties to the goal of continuing full employment is 
inly not improbable. In this transition stage the short-run level of 
re rates is likely to be somewhat below the long-run equilibrium 
loyment rate. If these assumptions are correct, it means that 
| be compelled to operate for a period under conditions of high 
nal cost with a wide spread between prices and total unit costs, 
vith abnormally large profits. Labor would have to choose between 
ing this situation or experiencing considerable unemployment. 
ild find that we are suffering from “‘under-capacity,” then 
fits and a large volume of net saving would indeed be needed® 
ld be welcomed until we become sufficiently saturated with 
| equipment so that cost functions would again become linear. 
hould still have to face the important question as to how rapidly 
rht to move toward the new high plateau of capital facilities ap- 
te to our high postwar income and labor force. Should the tran- 
made at a high rate of capital formation over a short period or 
re moderate rate over a longer period? 
it be assumed that the investment in plant and equipment 


iterature of the business cycle a strange contradiction. On the one side, it 
that there is a tendency toward a condition of “over-capacity” generally 
omy; on the other side, it is usuaily assumed that marginal cost curves rise 
t approaches boom dimensions. 
essential, in order to prevent a general income inflation, that investment 
ed to exceed (by more than the normal] growth in the active money supply) 
osable income (using Robertson’s definition) at fullemployment. 


564 THE AMERICAN ECONOMIC REVIEW 


required to provide “optimum capacity” could be relied upon to be 
made automatically without a positive government program. It will be 
induced only on the condition that continuing full employment is main 
tained. The accumulated capital shortages caused by a total war may 
for some years provide sustained high levels of income and employment 
with less need during this interval for a positive program. 

Let me summarize the argument briefly, and add a postscript. Leay- 
ing aside (a) specific postwar scarcity situations, and (b) price increases 
brought about by general wage increases, we must still ask whether 
there is not, under full employment, a tendency toward inflation due 1 
(c) general ‘‘under-capacity”’ with attendant rising marginal costs 

Is the allegation correct that marginal cost curves must rise prior t 
full-employment output and, in doing so, give rise to high prices a: 
profits—profits so high as to endanger social and economic stability? 

The answer is that such an impasse is not inevitable, and on ty 
counts. First there is the tentative conclusion, based on empirical dat 
that when booms are sufficiently vigorous to produce full employment at 
the peak of the cycle, capacity tends to be adjusted to the “‘peak load” 
so that total unit cost curves, even at high output, are fairly flat 
Second, if the autonomous factors fail to produce booms sufficiently 
vigorous to absorb the labor force, the condition of adequate fixed-ca; 
tal capacity can nevertheless be induced by the maintenance oi 
stantially full employment for a considerable period and on a basis su 
that people expect it to persist. If this is done, then, (a) each firm wi 
move along on its long-run cost curve—a curve in which plant is opt 
mally varied to output and demand, and (b) new firms will be persuad 
to enter the field with new capacity which will tend to put downwa: 
pressure on marginal costs, prices and profits.’ 

There is, it might be suggested—and this is the postscript—still a 
fourth situation in addition to the three inflationary situations 
cussed above. Assume that postwar scarcities have been overcome, t 
wage inflation is under control, that capacity is adequate to prev 
steeply rising marginal cost, does not labor scarcity at full employment 
per se imply an unstable situation? Fixed capacity may indeed be a 
quate, and aggregate demand may be kept under control, but /abor 
itself at various points in the economy becomes the bottleneck. | 
growth and expansion are thwarted. There is no room, it is alleged 
move about; no flexibility. 

This argument overlooks three things: (1) the margin of flexi! 
provided by the 4 to 5 per cent “turnover” unemployment which n 


* Monopoly profits present, of course, a special problem, and this situation may r 


tic state intervention whether in terms of antitrust action, special taxation, direct | 
finally government ownership. 
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1 in any full-employment program. If average unemployment 
n and each worker requires, on the average, 5 weeks to find 
b, then 25 million new hirings will take place in a single year. 
ld provide ample elbow room for a personnel manager operat- 
organized labor exchange market. (2) Moreover, there are 

of growth on the labor supply side which afford scope for 
pansion, namely: (a) the annual increase in the labor force 
asing man-hour productivity. These are of great impor- 
‘ibility and adjustment to change.!° Considerations such as 

it appear less convincing that full employment must inevita- 
gainst a rigid wall of perpendicularly rising costs owing to 
bor factor at essential points being simply missing, or in 
nstituting an absolutely rigid bottleneck. Finally (3) in 

is the important suggestion that in practice the ad- 


the 


job classifications and wage structures tends to “‘insulate 
a variety of ways from the impact of a 
nd.’* Adjustments, affecting an acute 
be made at specific points without setting off a general 
cess. Changes can be made, for example, in the job 
rticular job classification. Thus administration of the 


expansion in 


o} 
l 


n 
] 
labor-shortage 


and of job classifications can provide a large measure of 
tments tending to ease bottleneck inflationary pres- 


a) ered is the ease with which labor, at least in the United States. can move 
0 istry, owing to the semi-skilled character of machine methods of pro- 


Wage-Price Relations at High Level Employment,” Am. Econ. Rs 
May, 1947), p. 249. 
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THE TRADE UNION AS A WAGE-FIXING INSTITUTION* 
By ARTHUR M. Ross 


Introduction 

In 1928 an eminent English economist complained that “ .. . all , 
isting wage theories appear to ignore a phenomenon which has con 
pletely changed the whole condition of the labour market . . . nam 
the rise to power of trade unionism, with all its consequences.”! Eig t 
een years later, an eminent American economist remarked that “it; 
is known about the determinants of union wage policies.’” 

As a matter of fact, there is a considerable body of literature on wag 
rates which recognizes the existence of unionism, but it suffers fron 
conception of the union as a decision-making organism which is bot! 
inadequate and incomplete. Research on the determinants of u 
wage policies is currently in progress at a number of universities 
there is danger that a similar misconception will defeat the purpos: 
these efforts. Analysis of institutional policy must begin with an under 
standing of the institution itself. 

Sympathetic authors often conceive of the union as a primitive 
differentiated protest group governed by town-meeting democracy 
union becomes synonymous with its members. Hostile critics tend t 
portray it as a dictatorship governed by an official bureaucracy 
union here becomes synonymous with its leaders. Economic thi 
are prone to regard it as a monopolistic seller of labor governed | 
maximization principle; the union thus becomes analogous to a busi! 
firm marketing a commodity. 

None of these images is sufficiently accurate to provide a suita 
basis for an analysis of trade union policy. To be sure, any theoret 
model must abstract from ‘“‘the richness and complexity of behavior 
Abstraction becomes falsification, however, when it so oversim) 
human behavior as to leave it unrecognizable and unexplained 

The nature of the union as a representative political agency shou 

* This article has been condensed from a chapter from a monograph, now in pr 
entitled Trade Union Wage Policy. 

rhe author is a member of the staff of the School of Business Administration : 
of Industrial Relations, University of California, Berkeley. 

1 J. W. F. Rowe, Wages in Practice and Theory (London, 1928,, p. 194. 

Sumner H. Slichter, “Wage-Price Policy and Employment,” Am. Econ. Rev., \ 

No. 2 (May, 1946), p. 305. 
John T. Dunlop, Wage Determination under Trade Unions (New York, 1944), p. > 
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stery. If nothing had been written on the subject since the Webbs’ 

est ription of nineteenth century British unions,‘ much would 

wn. Bakke’s penetrating monograph, Mutual Survival, is the 

\dition to an already substantial body of literature. The diffi- 

it, like dwellers in a metropolitan area, political analysis and 

analysis have long occupied adjoining apartments but have 

- become well acquainted with one another. 

Webbs dealt with wage rates, but employed a primitive concept 

wage policy principally defined as the maintenance of a “‘stand- 

’ Some of the monographs in the Johns Hopkins University 

ide a promising beginning two or three decades ago, but then 

ime to a fork—one branch leading toward empirical surveys, 

other toward deductive speculation. Mr. Slichter’s Union Polit- 

Industrial Management is based on careful study of union 

ind function, but deals primarily with non-wage aspects of the 
igreement. 

Mr. Dunlop almost takes the plunge. He points out that the union is 

naking unit, and that its choices do not necessarily represent 

the preferences of individual members.® He recognizes a 

income objectives” of trade union wage policy—promoting 

encouraging an equitable division of work opportunities, 

rate of technological innovation and attaining desired 

litions. Apparently, however, these are considered as inci- 

rrations which need not be integrated into the theoretical 

model of the union is essentially a business enterprise selling 

s to the employer, and arriving at wage decisions in the light 

membership function” and the employer’s “wage-employ- 


rues that for theoretical purposes a union must be assumed 
omething. This is doubtless true in the sense that specu- 

the union’s behavior must be oriented to some central ob- 

He concludes, however, that the central objective of the union 

. dollar dimension: the total wage bill, or the total wage bill 

e employed (which would seem to be identical with the first), or 
wage bill minus the union’s out-of-work benefits, or some simi- 
itative object of maximization. Among the various possibilities, 
selects total wage bill as the most appropriate for a model of 


Beatrice Webb, Industrial Democracy (London, 1902). 
Mutual Survival—the Goal of Unions and Management (New Haven, 1946). 
” 


zed form of collective action may introduce new preferences... 


st generalized assumption respecting actual aims of trade unions would 
f the wage bill.” Jbid, p. 119 
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This formulation of the central aim has one remarkable implicatioy 
If, as many authors argue, it is true that the demand for labor j, 
single segment of the economy is often quite elastic, then we w 
expect to see unions insisting on wage cuts, even to the point of striki; 

But a more fundamental objection can be raised against the adequ; 
of any postulated central objective with a dollar dimension. The unio; 
is not a business enterprise selling labor. It is a political institution rey 
resenting the sellers of labor, and there is no necessary reason to ass in 
that it will automatically or mechanically behave in the same fashior 
as a profit-maximizing business enterprise. 


Distinction between the Union and its Members 


Every institution has a formal purpose, a stated intention, an of 
rationale. For the Church, it is the promise of spiritual salvation; for 
the State, the provision of common defense, the protection of dom: 
tranquility, etc.; for an economic system, the production of goods 
services. The formal purpose is always a statement of the benefit 
the institution provides for its rank and file. Ordinarily, the memb 
the institution must feel that it satisfies the formal purpose as an 
dent to its activities; otherwise, it is not likely to survive. 

When an organization feels the need for justification, it will refi 
activities to the formal purpose, and assert that every decision has 
tributed to this purpose—at least in the long run. The Church will ar 
that lay functions are necessary guarantees of spiritual salvati 

ll contend that an imperialist venture is necessary for tl 
efense of its citizens. Perhaps these claims are valid. B 
student of ecclesiastical or international policy will hardly care t 
them at face value. 
As an institution expands in strength and status, it outg: 
formal purpose. It experiences its own needs; it develops its ow! 


bitions and it faces its own problems. These become differentiat 
the needs, ambitions and problems of its rank-and-file. The trad 
exception. 


It is the beginning of wisdom in the study of industrial relat 
understand that the union, as an organization, is not identical v 
embers, as individuals. This becomes more true as the unio 

better established and more “‘responsible.”’ 
rienced employer representatives are accustomed to et 
the distinction between the union and its members. There! 
say that there are three parties to a collective ba 
t. So long as this remains true, there will be two as 
trial relations’—the worker-management relation 


that union leaders are aware of the true elasticity of demand. 
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igement relation; and there will be two techniques for the 
f industrial relations—personnel administration and collective 


members often realize that the organization has its own needs 
, apart from their own, and has a claim on their loyalty 
self-interest is not evident. There is something similar to 
itriotism—the memory of the grievances that were suffered, 
in the battles that were won, the enjoyment of fellowship and 
If the union is effectively organized, the members will adopt 
nal needs as their own when mobilized for combat. 
ese reasons precisely that the editorial writers of the nation, 
lars as well, have been so wide of the mark in their pursuit 
ingly popular pastime of counting the workers’ losses in 
- arithmetic which demonstrates that it will take two years 
iths to recoup the difference between wages lost in a strike 
increase gained is generally exact. But unfortunately it 
A patriotic citizenry does not count the cost of a war unless 


+ 


The Trade Union and the Business Firm 


literature, as mentioned above, the union is often con- 

ilogous to the monopolist in a commodity market; the 

made in order to utilize modes of analysis which have 

in theorizing about price and output decisions. A far 

t of study has been given to the determinants of business 

f union behavior. Moreover, as Bakke points out, unions 

to conform to the code of business morality, and the typical 

ishes to behave in a businesslike fashion—to be “‘a fellow 

iness with.”’ For these reasons, it is instructive to con- 

ts of similarity and dissimilarity between the trade union 
ss firm.!? 

titutions do have certain features in common. In either 

i formal purpose or official rationale, which is represented 

thors as the sole determinant of policy. The rationale of 

ly theory, the “lower limit’’ of the wage bargain is often described as 

which workers will prefer to transfer to another industry. This might be 

lividual bargain between an employer and an unorganized worker, but 

e members simply do not think in these terms. The lowest wage they 

t wage which the union will accept. A disastrous strike will demoralize 

debacle will demoralize the citizens of a nation; but short of such a 

itive “lower limit” of bilateral monopoly theory has no place in their 

ent of such a catastrophe, it is no longer a situation of bilateral monop- 


+} 


ted to Professor R. A. Gordon and Professor William Fellner for useful 
m with the form and content of the comparison 
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the business firm is to maximize the profits of stockholders; and of th; 
union, to maximize the economic welfare of members. 

Even at the formal level, there is an element of vagueness about th, 
official rationale. The profit to be maximized is anticipated profit, not 
merely in the current production period but over the life of the enter. 
prise. The economic welfare to be maximized is a vague bundle of bene- 
fits relating to “‘wages, hours, and conditions of work,” again over some 
indeterminate period. There is obviously scope for interpretation, and 


need for it, in either case. 

Therefore, the formal purposes must be interpreted and applied to the 
problems at hand by leadership groups—corporate management and 
union officialdom. They must constantly decide whether this or that 
course of action is likely to contribute toward the maximization of profit 
on the one hand, and the augmentation of group welfare, on the ot 
It is here that the intangible attributes of leadership are brought int 
play—judgment, experience and moral authority. 

It is here also that a battery of political pressures comes to focus 
the leadership. Each pressure emanates from some interest group w! 
is concerned that the formal purpose of the institution be interpret 
a manner favorable to itself. 

Corporate management is surrounded by stockholders, bondhok 
bankers, suppliers, customers, employees, the union and the agencies 
government." Each group realizes that management has considera! 
latitude in making decisions, and endeavors to dominate relevant 
cisions in its own interest. All feasible means of persuasion are used 
the level of argument, it is typically asserted that the favored cours: 
action will contribute, at least in the long run, to the total profit of t 
enterprise. 

Union leadership is surrounded by a similar configuration—the 
and file, the employers, the officials at higher or lower levels of organiz 
tion, the other unions, and again the agencies of government. Eac! 
these will endeavor to prove that the course of action which happen 
be in its own interest will also contribute to the welfare of the rank a 
file. 

Che task of corporate management and union leadership is to re 
these pressures. This is the central core of the managerial functio! 
is at this point that the formal purpose of the organization is supplant 
by a more vital force, the necessity of survival and the impulse towa! 
growth as an institution. In many cases, of course, the decision w! 
is most clearly related to the formal purpose will also best serve t 
institutional objectives. Where there is a conflict, however, a healt! 
institution will look to its own necessities. Therefore, pressures 


! See R. A. Gordon, Business Leadership in the Large Corporation (Washington, 1945 
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the manner which seems most conducive to the survival 
wth of the organization. 

Suppose, for example, that the managers of a flourishing and currently 

ble corporation should become persuaded that the formal objec- 

\.ximizing profits over the life of the enterprise’’ could best be 

by dissolving the corporation immediately, as an alternative to 

certain capital commitments which otherwise would be neces- 

Suppose that the leaders of a successful union should become con- 

hat the members could improve their economic welfare by trans- 

a body to some other industry or some other union. Would 

rganization put itself out of business under these circumstances? 

; the normal rather than the exceptional case in which conflict be- 

formal rationale and a vital institutional need is resolved in 


f the latter. 
In stating that the institutional objective is foremost in the normal 
rganizational health, one assumes that the leaders have been 


lling to achieve more or less complete identification with the 
that the corporate manager is wholeheartedly a ‘“‘company 
the union official wholeheartedly a “union man.”’ When this 
, the situation becomes more complicated, and a third type of 
n is introduced. In the failure of voluntary identification, and 
of social controls requiring compulsory identification, the 
re governed by their own survival needs and their own am- 
ch are at variance with those of the organization. The wreck- 
ranizations in pursuit of personal advantage is not unknown 
the corporation world or the union world. 
in comparing the motivating impulses of the business firm and 
we have encountered three kinds of objectives: (1) the formal 
r rationale, representing the benefit accruing to the rank and 
tockholders and members); (2) the institutional objective—sur- 
| growth of the organization; and (3) the personal ambitions of 
ip. Ultimately the human animal is selfish. In the absence 
ition, personal ambitions will come first; but in the normal 
e leader advances himself by advancing his organization. The 
ose must be accomplished, to a greater or lesser extent, if 
ition is to stay alive, but when in conflict with institutional 
it is forced to give way. 
Dissimilarities between the Union and the Firm 
comparison holds together fairly well. There are, however, 
significant points of difference. An understanding of these points should 
ppraising the value of the analogy, and illuminating the rela- 
tween the union official and his rank and file. 


+ +} 

h 
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The formal purpose of the union is vaguer than that of the busines 
firm. Profit can be measured in one dimension.” “‘Economic welfare” ; 
a congeries of discrete phenomena—wages, with a dollar dimeng; 
hours of work, with a time dimension; physical working conditi 
economic security, protection against managerial abuse and vari 
rights of self-determination, with no measurable dimension at all. There. 
fore, the union leader has considerably more discretion in interpreting 
the formal purpose. If he is able to convince the rank and file that his 
own interpretation is correct, there is no one else with the moral 
thority to contradict him successfully; but a corporate manager y 
find it difficult to convince his stockholders that a $2.00 dividen 
really $3.00. The inherent difficulty of measuring “economic welfar 
obvious whenever one union official attempts to persuade anoth 
he has negotiated the better contract. 

Corporate managers must operate under the surveillance of cost 
countants, finance committees, etc., who have the function of navigating 
leadership activities toward the accomplishment of the formal purpos 
of the enterprise. Corresponding agencies in a rudimentary form ar 
sometimes found in union organization, but they are probably | 
“drag” upon the leadership (and offer less help in the formulat 
policy), because the formal purpose of the union is less capable of 1 
urement. In many unions, constitutional provision is made f 
election of trustees, whose formal function is to serve as watch 
the rank-and-file interest but whose chief activity, in practice 
guard the petty cash account against misappropriation. 

The business firm sells goods or services, but the union does ! 
labor. It participates in the establishment of the price of labor, but t 
sale is made between the worker and the employer. The union is : 
mechanically or automatically concerned with the “quantity of |: 
sold’’—that is, in the number of workers employed in the branc! 
economy over which it asserts jurisdiction. It is vitally concern 
the size of union membership, but this is not the same as the: 
of workers employed, except in the case where the industry is “1 
cent organized” and the union has no desire to expand its jurisd 
This would be the apex of institutional maturity, a position in whic! 
only way to increase membership is by increasing employment. b 
the present stage of development of the labor movement, the “‘e! 
ment effect” will frequently differ from the “membership eflect 
may even move in the opposite direction. An upward wage ad. 
may bring in new members, even though the employer is reducing | 
sonnel. A downward wage adjustment may bring about a wave | 


Though profit-and-loss accounting can be manipulated within fairly wide limit 


h more susceptible of measurement than “economic welfare.” 
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en though the employer should add to his personnel. Inas- 
he “‘membership effect”’ is more closely related to the growth 
il of the organization than is the “employment effect,”’ it will 
take precedence when the two are in conflict. The union as a 
, agency is clearly not the same as the conjectural monopolist 
monopoly theory. 
reting itionship between the union and its members is very different 
lationship between the corporation and its stockholders. 
bers are not satisfied with a stabilized rate of return. The 
stockholder is not constantly called upon to ratify operating 
Stockholders are widely dispersed and exceedingly inarticu- 


the stockholder’s dividend from a single company is usually 
hare of his total income, while the employee’s wage is the 
nt source of income. When dissatisfied stockholders sell their 
is no diminution in the amount of capital under control of 
e; but when dissatisfied employees resign from the union 
another industry, the size and strength of the union are 
y lessened. Moreover, the corporation has alternative 
ng capital. Stockholders and bondholders constitute a 
neous electorate, differentiated only on the basis of pro- 
suming risk; while union membership is often heterogene- 
‘treme. 
re is an essential difference in the survival problems of the 
business enterprise. The basic threat to the survival of 
is that capital will not be replaced if the operations are 
\n intermediate danger is the possibility of proxy fights 
urity prices. The most immediate peril is the loss of 


rgued that the survival problems of the union, although 

r than economic, are equal and parallel: dissolution of the 

ls to the non-replacement of capital; disaffection of 

nds to disaffection of stockholders; and loss of jobs 

; of customers. The analogy is valid in a formal sense; 

rs to the union leader, the peril is more complicated. He 
h at least four types of survival problems. 

e characteristic apathy of the American worker, who, 

at least, has not been a firm unionist by nature. As 

‘The overshadowing problem of the American labor 

always been the problem of staying organized. No other 

t has ever had to contend with the fragility so character- 

13; and B. M. Selekman, “Wanted: Mature Labor Leaders,” Har- 

Summer, 1946), p. 407 
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istic of American labor organziations.’”* Corporation stockholders a; 
also notoriously apathetic, but with vastly different consequences. Thei; 
apathy is a blessing to those who lead them, rather than a curse 

2. The union must survive against the actual or potential hostility 
the employer. To be sure, some of the most powerful weapons have be 
removed from the arsenal of the anti-union employer, such as ¢! 
yellow-dog contract and the right of discriminatory discharge; and , 
large number of employers are tolerant or sympathetic toward the par. 
ticipation of the union in the control of employment conditions. Never 
theless, there is still ample room for anti-union strategy within the lay 
and even when the employer is not seriously concerned with breaking 
the union, he may well be desirous of weakening its hold on rank-and. 
file employees. In many industries, there is a running controversy over 
the proper status of the union. To be sure, it is possible for sellers ing 
commodity market to put buyers out of business, but ordinarily t! 
do not have the same interest in doing so as powerful buyers of labor 
have had in putting unions out of business. The ordinary business ; 
tract does not require the same sacrifice of prerogatives as does the 
lective bargaining contract, and is not resisted in the same way. 

3. The union must endeavor to survive against the threatened « 
croachment of rival unions into its jurisdiction. The problem is 1 
limited to the traditional jurisdictional dispute over the “right to th 
job” as a property right attaching to particular crafts. It results ; 
from differences in union structure (particularly the conflicting claims 
of craft and industrial unions over the right to organize groups of skill 
workers); from dual unionism (such as competing maritime, longshor 
automobile, electrical and street railway unions in the A. F. of L 
the C.I.0.); and from the expansionism which is characteristic of vig 
ous and successful organizations of any kind and which is by no means 
limited to the well-known jurisdictional claims of District 50, Unit 
Mine Workers of America. It may be pointed out in rebuttal that | 
business firm must survive against the encroachment of rival enter 
prises. This is true, of course, but the difference is that the encroachm 
generally takes the form of gradual infiltration into the market, rat 
than a mass political overturn engineered by a coup de main. 

1. The union faces the threat of repressive labor legislation. 
union proposals are always in the wind, but occasionally they gather 
a cloud, as they did in 1947. Whether or not the Taft-Hartley Act 
have consequences as far-reaching as union leaders claim, it 1s: 
an attack upon the degree of security which unions had previ 


net 


attained. There can hardly be doubt that trade union wage poli 


selig Perlman and Philip Taft, History of Labor in the United States, 1896-1932 (New 


1935 
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|, in the early months of the year, by the desire to avoid re- 
legislation. Here again, the objection will be raised that the 
tion also faces the threat of repressive legislation and will take 
ount in formulating its price policy. Surely there is a large 
e in degree, however. The corporation has never had to face 
sustained hostility on the part of a substantial proportion of 
nd legislators as the union faces. Business enterprise is the 
institution of economic life, while the union is not yet fully 
zed as legitimate. 
[he elected union official has his own survival problem as well 
and advancement. This is particularly true at the local level 
ation. Dependent on the continued support of the rank and 
w him, he is in a fundamentally different position from the 
tion official, who must cultivate and maintain the approval of 
above him. An official hierarchy which is built up from the 
popular election is not the same as one which is built down 
p by executive appointment. Officials in either type of or- 
are required to exercise political strategy in order to safe- 
ir status, but the second type permits a greater degree of 
security than the first. Keeping one’s fences mended with a few 
cers is vastly less complicated than holding the allegiance 
d heterogeneous electorate, which is often receptive to the 
nts of rival leaders and would-be leaders. In consequence, it 
lt for the local union official to achieve complete identifi- 
the institution. Merely because the union survives, it does 
that he will survive. And if he does not survive, there is often 
native but to return to the shop—an unpleasant alternative in- 
pite the avowals of willingness which are frequently heard. 
true that, with respect to the tenure of local union officials, there 
lerable variations between the old and the new union, between 
rial and the democratic union, and between the homogeneous 
terogeneous union. It is also true that there is a striking dif- 
etween lower and upper strata of organization. The tenure of a 
official may hang by a thread, but when he becomes an in- 
| representative, he has arrived (unless the international union 
tionalized). International union executives tend to have un- 
re in office, except in the case of a major debacle. They 
egree of security which is probably not less than that of com- 
als 
yers and economists generally consider international officers to 
sonable and responsible than local officers. This is variously 
) their maturity, greater experience, better knowledge of the 
Actually, the most important reason is that they are bet- 
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ter insulated from rank-and-file pressure. Democracy in the union, lit, 
competition in the product market, is universally the object of reverep. 
tial obeisance, but is not especially enjoyable to those on the recejy 
end. 
Heterogeneity of Membership 

It has been shown in the preceding sections that the formal purpos 
of the trade union must be interpreted and applied by the leaders in sy: 
a manner as to ensure its survival and growth and to fulfill their ow, 
professional ambitions. This requires that attention be paid to a complex 
group of political relationships, some inside the organization and s¢ 
extending to the employers, to other unions, and to the government 
Inside the union, the major political problems are those created by th, 
heterogeneity of membership, by the need for division of labor a: 
balance of power between the local and the international, and by 
machinery for rank-and-file participation in the making of decisions 

A trade union is never a homogeneous group. The ordinary “craft 
union includes a number of skilled occupations as well as apprent 
and helpers, and the occupational composition of an industrial unio: 
of course, even more heterogeneous. Most unions are represented i 
number of industries; craft union organization follows an occupati 
process or a material, wherever found.” The “‘industrial” union is mor 
often multi-industrial; for example, the United Steelworkers of Amer 
have organized a multitude of distinct industries, blanketed inforn 
by the omnibus designation of “miscellaneous steel,” whose only « 
mon demominator is the fact that all are engaged in the fabricat 
a common raw material. The wage income of the union memb« 
may account for widely different proportions of total cost in thei 
spective industries. Even within a single industry, there are th 
ployees of profitable and unprofitable firms, and the employees residing 
high-wage and low-wage areas. Moreover, there are young and 
workers, fast and slow workers, male and female workers, married a 
single workers, employed and unemployed workers. 

Non-homogeneity of membership often gives rise to conflicts of 
terest. It is one of the most delicate political tasks of the union lea 
ship to reconcile these conflicts in the course of formulating its w 
program. The ultimate resolution depends upon (1) the effective | 
litical pressure generated by the various interest groups, and 
political skill of the leadership. 

5 “Tt 1 mistake to presume that all enterprises which deal with a trade uni 


petitors. A trade union’s structure may be organized along lines of a process or a! 
re may be virtually no competition among the firms in the different product n 


[he machinists deal with auto repair firms, railway shops and contract shops, the 
gravers have both newspapers and job printing, and the hosiery workers dea! wit! 
fashioned and seamless enterprises.”” Dunlop, op. cit., p. 70. 
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Iustice is guaranteed to no man. If the interest group is not aware of 
» conflict, if it has no articulate spokesmen, and if it has no bargaining 
inside the organization, it cannot generate any eflective political 
Many union wage scales show discrimination against female 
, either by providing for “‘men’s rates” and “women’s rates” 
e by assigning abnormally low rates to the occupations in which 
predominate. Trade union wage policy in a depression may be 
ted by the employed members, particularly when the unem- 
ease paying dues and drift away from active participation in the 
According to Shister, the unemployed members of the Hosiery 
ind the “‘substitute” or non-steady workers in the typographi- 
were in favor of wage cuts in 1937, but were overruled by 
th regular employment.” 

God helps him who helps himself. Across-the-board wage in- 
rained by the United Automobile Workers between 1937 and 
| the result of flattening the rate structure of the industry. The 
erential between a sweeper and a toolmaker was reduced from 
120 per cent to about 40 per cent. In 1944, a number of articulate 
nen began to agitate the skilled workers. The Mechanics’ Educa- 
Society of America (an independent union centered in Toledo) 
\ore active in Detroit and aroused considerable interest among 
lie workers. There was some possibility that carpenters, elec- 
ins and other maintenance men would transfer to various A.F. of L. 
he result was a five cent increase for all apprenticeable occupa- 
the automobile industry. (Convincing the National War Labor 
at it might legitimately order the increase under stabilization 

is a spectacular political achievement in itself.) 
Political ineptitude on the part of the leadership may lead to disas- 
its. The unity of the organization disintegrates. Off at one 
tead of at the center, the officials are no longer in a position to 
tide of subversive influences. The disaffected element may 
the leadership; it may desert to a rival organization; it may 
lisgruntled about unionism in general; and it may even “scab” 

n members. 
ortant aspect of the leadership function is reasonably to ensure 
y interest group which can exercise effective political pressure 
ited in the bargaining process. In a multi-craft union, the 
nt crafts will be represented; in a multi-industrial union, the 
t branches of trade; and in regional or national negotiations, the 
graphical units of the organization.” 

‘The Theory of Union Wage Rigidity,’’ Quart. Jour. Econ., Vol. LVII 
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If it is not feasible to engineer a single settlement, it may be necessary, 
to differentiate the bargaining structure so that the different interes 
groups can bargain separately under specialized leadership. Despite jt; 
emphasis on industrial unionism, the Amalgamated Clothing Worker; 
has a differentiated local structure in certain areas; the cutters’ loca): 
in New York and Boston, which were organized prior to the Amal. 
gamated, have remained virtually independent of the Joint Boards" 
The Building Service Union has ten locals in San Francisco—a depart. 
ment store local, an apartment and office building local, a theater |, 
etc. Similarly, the Teamster’s Union has a draymen’s local, a milk-driy. 
ers’ local, a warehouse loecal, and others. 

But there are no administrative devices which will entirely eliminat 
the need for careful management of the wage bargain so as to hold t} 
organization together. The union must decide not only what demar 
will be pressed upon the employer, but also what form the benefit 
should take. Suppose, for example, that the employer is willing to gran: 
a ten per cent wage increase, but is relatively indifferent as to the distr 
bution of the gain. All occupational rates might be advanced ten pe 
cent—one type of ‘‘across-the-board”’ increase. Assuming that the pres 
ent weighted average rate is $1.20 per hour, all occupational rates might 
be advanced 12 cents—another type of “across-the-board” increas 
The common labor rate might be increased 18 cents, and higher rates 
progressively smaller amounts, in order to “eliminate excessive differ 
tials.’’ The higher rates might be increased by larger percentages, 
order to “restore historical relationships.’’ Low-wage plants in outlying 
areas might be levelled up to high-wage plants in metropolitan areas s 
as to provide ‘“‘equal pay for equal work.” Some kind of distributi 
among various occupations might be effected for the purpose of “‘ironi 
out inequities” in the rate structure. A combination of two or mor 
these possibilities might be devised, such as eight per cent across t 
board and two per cent distributed here and there to eliminate inequ 
ties.'° Each of the forms in which the wage increase might be ta 
involves a different distribution of the total gain. The union’s proble 
in apportioning the gain is similar to the problem of the 80th Cong: 
in apportioning the proposed income-tax reduction. 


Distribution of Authority between the Local and the International 
Observers of the wage-bargaining process invariably note that t! 
are great differences between one union and another in the | 
decision-making power, ranging all the way from unrestricted 
autonomy to rigid centralization. 
['wentieth Century Fund, How Collective Bargaining Works (New York, 1941), 


Job evaluation can be regarded as a means of resolving the claims of workers u 
total wage bill, and is more than merely a neutral or technical process. 
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The level of organization at which a decision is made is primarily 
fected of course, by the scope of the decision. A master bargain cover- 
» the entire membership of the union will be made at the top level. 

Subordinate units will participate in the process, by being represented 
n a consultative policy committee or even on th¢ negotiating commit- 

but in the end the decision is made for the organization as a whole. 
Similarly, a regional bargain will be made at the regional level, or 
1er. 

lhe more interesting question is the extent to which the international 

n participates in a decision covering a single local union, company 
r plant. There are several devices available to the international union. 
It may require that locally negotiated contracts be approved by the 
nal or national office. It may furnish negotiators, attorneys and 
research personnel.” It may establish standards from which the local 
is not permitted to deviate. It may require that the local secure 

the permission of the parent body before striking. 

Variations in the extent of international union control over local 
cisions can be illustrated by three unions in the San Francisco Bay 

area—the Building Service Workers, the Teamsters and the Steel- 


\t one extreme are the Building Service Workers, showing almost 
plete decentralization. There is no intervention from the parent 
rganization in collective bargaining, and nothing which might be called 

iational wage policy. Most of the locals have accumulated sizeable 
trike funds, and are not dependent on the international even in the 

e of a strike. 

\t the other extreme are the Steelworkers, who are governed by the 
wage policy” of the international union. This takes the form of a 
niform “‘across-the-board” increase in cents per hour (although the 
Steelworkers, like the Auto Workers, are formally on record in favor of 

n-wide equalization). The pattern is set by annual negotiations 
tween the top officers of the union and the U. S. Steel Corporation. 

Control over local negotiations is assured by the requirement that local 

tracts be approved by the international union, and by the participa- 

of international representatives. As the president of the Northern 

California Council of Steelworkers stated in January, 1947, ‘““We’re all 

ng together in this business, with no one going off on any sidelines of 

(he teamsters negotiate locally, ordinarily without the participation 
i the International Brotherhood. Local contracts must be approved 

by the Brotherhood, but in practice this is only a pro forma requirement. 
ne real control is in the constitutional provision that a local union 

cit., pp. 515-20. 


bor Herald, Vol. X, January 17, 1947. 
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cannot strike without permission of the Brotherhood. The national] a; 
regional offices are anxious to build up their reputation for responsi! 
business unionism, and to use the strike weapon only as a last resort 
They will insist on the protection of institutional security,” but wij 
equally insist that a wage agreement be attained in a peaceful manner 
Local leaders must take account of several possibilities: if they apply 
for permission to strike, the Brotherhood may refuse; if they go op 
strike without permission, the Brotherhood may order them back; an¢ 
if they refuse to terminate the strike, the Brotherhood may “move 
and take over.”’ 

There are several factors which influence the degree of control exer. 
cised by the international union over the local wage bargain. Union: 
organized in local-market industries can, and do, permit more local 
autonomy that those organized in national-market industries. Unio: 
which have grown from the top down, such as the Steelworkers, ar 
more centralized than those which have grown from the bottom up, s 
as the Clothing Workers. Personal characteristics and historical a 
dents undoubtedly play a role. In general, A.F. of L. unions are less 
centralized than C.I.O. unions. 

Despite these differences, the trend is clearly in the directior 
greater centralization. Chamberlain states, “‘As control of union affairs 
has been passing from local to national offices, the degree of discretion 
which local unions and joint boards exercise in preparing bargaining 
proposals has become more and more limited. . . . It is true that | 
discretion is increasingly being limited by national standards, confining 
the authority of local negotiators to those spheres in which no si 
standards have been imposed.’™ And according to Shister, ““The inter 
vention of the national or intermediate office has been a developn 
of the historical growth of each union, and has been generated . 
structural forces, making themselves felt with ever-growing inter 


There has been considerable discussion of the virtues and vices 
intervention by higher officers in local bargaining. It is generall; 
proved by employers and economists, although there is an element 
ambivalence in the thinking of both. 


Members and unions must be on the alert. They must not lose sight of the fact that 
t get down to earth and endeavor wherever we can to reach understandings with 
recourse to a stoppage of work. ... We should not use a str 


’ Daniel J. Tobin in The International Teamster, Vol. XLVI (Decem! 


In many instances the states may outlaw the closed shop, but even without t! 
lon’t have to work with undesirable individuals or with non-ur 


, Collective Bargaining Procedures (Washington, 1944), | 
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l and Employers believe that international representatives are more far- 
sible shted, better acquainted with industry problems, and farther removed 
ort. rank-and-file pressures. Yet on specific occasions they often object 
t will intrusion of outsiders who have no personal interest in the enter- 
nner ind to the introduction of “extraneous”? demands which are based 
apply ternational union policy. Actually, the international union may 
10 On ither play up or play down the demands of the local union. In a par- 
- and ir case, the employer’s attitude will depend upon whether the 
ve in nternational officers act as a moderating or aggravating influence (from 
n standpoint). 
exer- Shister concludes that the intervention of the national office has ‘‘a 
nions lecidedly beneficial effect’”’ on the local wage bargain. Since the national 
local ficers understand the problems of the industry, because of “longer and 
nions more intimate contact with the management group,” the wage bargain 
3, are bound to have less detrimental effects on costs, and, therefore, on 
such mployment opportunities.” In other words, the wage rate is bound to 
acci- be lower. But in the same paragraph he adds that “‘national representa- 
€ less tives are often able to obtain greater concessions for the local than the 
ild by itself.” 
on of Whether good or bad, the drift is unmistakable. Moreover, it is only 
ffairs part of a more general tendency toward centralization and consolidation 
retion the wage-bargaining process. Multi-employer, multi-union and multi- 
ining irea agreements are evidence of formal integration of bargaining struc- 
local ture. As the orbit of comparison widens, unions and employers become 
fining ncreasingly dependent on patterns of adjustment; shadows from the 
such tside are thrown across the bargaining table, and the isolated or 
inter- atomistic’? wage determination becomes more and more of a rarity. 
yment In this way, as in so many other ways, developments in union policy 
y a reflection of corresponding changes in almost every sphere of 
ensit mic activity. 


The Role of the Rank and File 


ly aD Prevalent opinion on the desirability of rank-and-file participation in 
ent of the wage bargain is curiously divided. Devotion to the ideal of union 
y is quite genuine; it cannot be written off as mere lip service. 

| irgaining process is commonly described as a means of attaining 
es rial democracy wherein the individual wage earner can define the 
2 exces terms under which he supplies his labor. On the other hand, it is widely 
! that a considerable measure of discretion in the hands of the 
} 1s an indispensable condition for a sound and business-like 
t. Chamberlain, for example, advocates that negotiators be 
some economists seem to believe that a “farsighted” union leader is one who 


e during a period of prosperity, in order to prevent inflation, and accepts 
ing a period of depression, in order to reduce the cost of production. 
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chosen by the union president, rather than the membership, and be 
given “full power of settlement” without the necessity of ratification” 
The underlying issue is whether trade union wage policy should repre. 
sent the wishes of the rank and file, as expressed by the rank and file 
or the interests of the rank and file, as interpreted by the leadership. 

In addition, there is a preliminary question of fact. To what extent ; 
trade union wage policy (as represented in the contract proposal, the 
approval or disapproval of the employer’s offer, the decision to strike 
etc.) determined by the membership? Here again, an atmosphere oj 
unreality surrounds the standard treatment of the question. The diff- 
culty is that the answers are based almost entirely on formal constitu 
tional provisions and parliamentary procedures. This kind of analysis 
is seldom reliable; in the U.S.S.R., the “most democratic constitution ir 
the world” is not incompatible with a great centralization of politica 
power. 

Formal procedures for rank-and-file participation have been described 
by Peterson, Chamberlain, Shister, Kovner and others.?® The member 


ordinarily does. It may designate the bargaining committee. It may 
listen to periodic reports on the progress of negotiations, and express its 
opinion as to proper strategy. It may vote on whether the union should 
strike, and whether a strike should be terminated. It may be called 
upon to accept or reject the employer’s offer, and to ratify a tentativ 
agreement, either in meeting or through a referendum. It may select its 
delegates to the annual or biennial convention of the union, where th 
general policies of the organization and the conduct of its leaders : 
submitted to review. There are few institutions in the economic 
social life of the nation with so many channels of communication be- 
tween the rank and file and the leadership. 

It does not follow, however, that trade union wage policy is actual) 
made up of rank-and-file decisions, in any real sense. And in point 
fact, the rank and file is extremely dependent on the leadership ! 
guidance on what is equitable, what is possible, and what is acceptal 
The most important business of meetings and conventions is to permit 
the officers to communicate with the members. The essential functio! 
of the strike vote and the referendum is to demonstrate the solidarity 
the union in support of its leaders. The wage policy of a union, like th 
foreign policy of a nation, is a matter poorly suited to the methods 
primitive democracy. 


Chamberlain, of. cit., pp. 33, 47. 
Florence Peterson, American Labor Unions (New York, 1945), p. 199; Chamb 
b. cit., C s. 1, 2, and 6; Shister, op. cit., pp. 529-32; Joseph Kovner, ‘Union Conventior 


op. cit., Cha 
Labor and Nation, Vol. I (June-July, 1946), pp. 31-33. 
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ship may formulate the demand; in the case of a local wage bargain, it 
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This is not to argue that the rank and file is only a passive tool. It 
ioes have a temper, apathetic or militant; it does have a propensity or 
nclination to strike; it is highly susceptible to the appeals of rival 
ders or would-be leaders. The relationship with the rank and file 
mains the most important in the horizon of the union official. 

[he rank and file always wants more. There are two circumstances 
inder which the pressure is likely to be imperative. One is a strain upon 
stablished standards of living brought about by an inflation in the 
rice level or a reduction in take-home pay. When these occur simul- 

eously, as they did in 1945-46, the pressure is particularly great. The 

er is an invidious comparison with the wages, or wage increases, of 
er groups of workers. This comparison originates more often over 
clothesline than over the lunchbox. These are the sources of labor 
ionism at the grass roots, because they jeopardize the worker’s way 
and damage his self-respect. When the refrigerator is repossessed 
bed by the dealer, and when the neighbor’s wife begins to put on airs, the 
er feels a deep and abiding sense of injustice. Other considerations, 
as the percentage of profit earned by the employer and the in- 
ise in output per man-hour, are infinitely more remote, but they are 
zed upon as supporting arguments once the original feeling of injus- 
-is created. 
1a, [he union must deliver; that is clear. But how much? The individual 
ber is not in a position to decide how much the union must deliver in 
er to hold his fealty. Within wide limits, this must be decided for him. 


he 


Ica 


ms How much is equitable? Among the profusion of occupations and 
ndustries in economic life, among the variety of methods of payment 
a ind non-wage benefits, and among the multiplicity of equitable criteria, 


a the ‘‘square deal’? becomes a complicated and technical matter. The 
3 dual member may know how much he would like to have, and his 
fe may know how much he really deserves, but both are aware that 
sis not a world of perfect justice. What he ought to receive as a 


* tion of provisional satisfaction is another question altogether. The 
hI, vidual member is not equipped to answer the question with moral 

“a ,; rtainty. He needs the technical knowledge of a trusted leader. 

“ti {low much is obtainable? Here the individual is even more at sea. He 
ty innot say what the employer can afford to pay. More important, he is 


; t versed in the diplomatic and military strategy which is the key to 
the problem. The member wants all that can be obtained, but the 
guidance of experienced leadership is absolutely indispensable on these 
points. To expect a rank-and-file determination of bargaining strategy is 
t as plausible as to expect the government of the United States to 
luct its foreign policy through a monthly plebiscite of registered 
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How much is acceptable? In the end, the result is frequently disap. 
pointing to the rank and file, because the original demand is alm st 
always subject to shrinkage. What seemed equitable and obtainable a; 
the outset of negotiations is not in the cards when the chips are dow; 
At some point or other, it is wise to conclude negotiations (or terminat, 
hostilities) and sign a treaty for another year. This is another strateg 
decision which the rank and file is not equipped to make. 

Thus, trade union wage policy is inevitably a leadership functio: 
The reason is not that the leadership has wrested dictatorial power fro; 
the rank and file but that it alone is in possession of the necessary know! 
edge, experience and skill to perform the function adequately. 

This analysis applies to the normal condition of organizatio: 
health, where the rank and file has trust in its leaders and is willing ¢ 
follow them. There are occasions, to be sure, in which the rank and f 
appear to revolt. They insist on striking against the advice of the ofii- 
cials, or they stay at work in the face of an order to strike. They rej; 
a tentative agreement which is vigorously supported by the officia 
This is not so much a sign of vigorous democracy as an indicatior 
internal demoralization. The membership believes it has been sold d 
the river; it has lost faith in the leadership. Moreover, a rank-and-t 
revolt during a period of mobilization or a state of hostilities is alr 
positive evidence that rival leaders are at work—a dissident fact 
with its own candidates for union office, or else organizers and sy1 
thizers for a rival union. The truly spontaneous rank-and-file rev 
largely a myth, like the spontaneous strike and the pitchfork rebell 

In addition to gauging the intensity of rank-and-file pressure, t 
union leader must take into consideration two other factors—the deg: 
of inclination to strike and the degree of danger from rival leadership 

The inclination to go on strike is the net result of many positiv 
negative influences, including the mores of the workers’ community, t 
financial resources of the rank and file, the probable duration ol t 
strike, the condition of the weather, and the length of time since t 
last strike. It is ordinarily not feasible to ask a group of workers | 
undergo a prolonged strike more than once every four or five years, Just 
as it is not feasible to conduct a major war more than once every gen 
tion.”® In conducting wage negotiations, the union official must tak 
account the current propensity to strike. For example, the propensit} 
to strike was very great in 1946, and very slight in 1947. This is a | 
explanation for the infrequency of strikes and the small size oi wag 
increases in major manufacturing industries during 1947. 


2® The coal miners must be noted as an exception. Many of the commercial mines‘ 
luring the spring or summer in any event, because of the seasonality of der 
In addition, the frequency of prolonged strikes in the coal industry can be explair 
social isolation of the miners, their exceptionally bitter sense of injustice, and the 
underground work. 


le WT 
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Rival leadership may threaten from inside or outside the organization. 


Some leaders, such as the late Sidney Hillman in recent years, enjoy the 


lly undivided loyalty of the membership, and command a faithful 
lisciplined political machine. Others, such as Walter Reuther, must 


ntend with a bitter factionalism. Since the opposition will seize upon 


pportunity to deprecate their effectiveness, they must take care 


that a wage settlement is not vulnerable to partisan attack. Some 


ns, such as the Teamsters in most localities, occupy a secure terri- 
they may be annoyed by border skirmishes, but the main centers 
organization are well fortified against assault. Others, such as the 
inions in the meat-packing industry, are constantly required to 

t back each other’s forces of invasion. Any wage settlement is sub- 
| to scorn and ridicule in the periodicals and pamphlets of the 
nosing unions; the advantages of the settlement are minimized; the 
ders are excoriated as piecards, Commies, or company stooges; the 
ership is commiserated for having been sold down the river. In 

» at a settlement, it is obviously important to guard against 
iccusations, and to ensure that they will not be persuasive to the 


ral | and file. 


lhere has already been occasion to observe that the provisions of 

nion constitutions and by-laws are ordinarily as democratic as 

lvocate of popular government could desire. But an apparatus, no 

tter how carefully designed, cannot guarantee the objective it seeks. 

t proof against the need for technical knowledge and tactical 

i need which constantly enlarges the scope and authority of leader- 

nd limits the role of the rank and file. It is interesting to observe 

: procedures for rank-and-file participation in the wage bargain 

reasingly become tools for the use of leadership. Originally in- 

ed to implement the final authority of the rank and file, they have 

ly undergone a subtle metamorphosis, until they have become 

; of conditioning the membership, communicating indirectly 
employer, and guarding the flank against rival leadership. 

ink and file is assembled to formulate a wage demand. Knowing 

seems obtainable, sensing the temper of the membership, and 

, in mind the strategic possibilities of the situation (from the 

int of the union’s institutional objectives), the officials must 

ide whether to “play it up” or “play it down.” They can emphasize the 

yer’s exorbitant profits, or his high costs of production and difficult 

rketing problems. They can point to the rapid advance in the cost of 

ng, or they can argue that the price level shows definite signs of 

receding. In calling attention to the wages, and wage increases, of other 

groups of workers, they have a wide field of selection. They can praise 

ployer’s cooperative attitude, or condemn his lack of good faith. 

ther words, they can elect to play the role of militant fighters, or 


586 THE AMERICAN ECONOMIC REVIEW 


cautious advisers. They must take care not to overrun the limits 9 
discretion; but between these limits, the range of choice is quite cop. 
siderable. 

Negotiations proceed unsatisfactorily, and the rank and file is ask, 
to take a strike vote. This is a ritual affirmation of solidarity, a symbo! 
gesture to impress the employer. To vote “no”’ would be equivalent to, 
complete nullification of the union’s bargaining power, an act of total 
disarmament during a crisis in foreign relations. An affirmative strike 
vote does not necessarily mean that the membership is desirous 
striking; as a matter of fact, in the great majority of cases, an affirmatiy 
vote is not succeeded by a strike. The strike vote is merely a vote 
confidence in the leadership, taken at a time when it can hardly | 
denied. 

It is for this reason that the strike-vote procedure of the Smit! 
Connally Act proved so ineffective. The procedure was based on | 
illusory hope of driving a wedge between the rank and file and 1 
leadership. Many thousands of strike votes have been conducted by t! 
National Labor Relations Board; although statistics are not availa! 
one may venture to guess that more than 95 per cent have been affirma 
tive. The only effect of the provision was to instill the habit of securin: 
an affirmative vote at the outset of negotiations, a solemn cerem 
which occasioned no end of merriment among union and emplo: 
representatives.” 

The membership is asked whether it wishes to approve or reject t 
employer’s offer, which the union officials may have tentatively 
cepted, subject to ratification. On this occasion, much depends y 
the manner in which the offer or tentative agreement is presented. | 
rank and file wishes to know whether it is the best obtainable. Some! 
the officials must communicate an answer. They may point out 
flaws in the offer, in which case it will surely be rejected. They n 
present it without recommendation, in which case it has no more tha 
a ten per cent chance of acceptance. Only when they give it vigor 
support is it likely to be ratified. If it matches the expectations of | 
rank and file, it will be described as “‘the best contract in the industr 


\ variant of this procedure, proposed by the National Association of Manuf 
in its ten-point labor program, has been incorporated in the Taft-Hartley Act. In ‘ 


” 


emergency” cases, when the parties are still in disagreement at the end of the 


period, the National Labor Relations Board will take a secret ballot among the wor 
letermine whether they will accept the employer’s latest offer. It will be note: 
yposal calls for a strike vote at the conclusion rather than the outset of negotiations. 1 


ever, there is every probability that the rank and file will continue to take their 

the union officials. In the first place, the rank and file cannot be sure that the employer's 
offer” is actually the best offer which he is prepared to make. In the second place, the 
know whether a strike is likely to be short or long; obviously this makes a great deal 


ence, 


| 
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its of [fit falls short of their expectations, it will be characterized as ‘‘a down 
 COD- nayment on our just demands.” In either case, vigorous support will 

result in ratification—that is, unless the officials have grossly misjudged 
aske the temper of the membership or the union is factionalized. 
i) Rank-and-file approval is useful to the officials because it affords some 
it to measure of protection against rival leadership. The members have 
total 7) participated in the bargaining process; any attack upon the settlement 
strike ‘; a reflection on themselves as well as their leaders.*! 
Us of From time to time, prudence may also require the vigorous prosecu- 
lativ: tion of lost causes. A group of workers may feel strongly about some 
ote of fancied grievance, or a grass-roots wage demand, which from any im- 
lly be partial view must be judged unfounded or unwarranted. Notwithstand- 

ng the virtual certainty of defeat, the issue may be militantly pressed 
mith J jn collective bargaining. Employers frequently understand that union 
n tl ficials are required to support improbable demands, and develop a 
d the spirit of tolerance toward the practice if it is not carried too far. If it is 
yy tl politically impossible for the officials to accept a refusal, the issue may 
ilab be carried to arbitration, again without expectation of success. All of 
firma these procedures are part of the equipment of successful trade union 
curing aders. The improbable demand has important functions; it permits a 
m iodic display of militance and devotion to rank-and-file interests; it 
ployer s useful as a symbol of the employer’s intransigeance and the arbi- 

itor’s prejudice. The moral which emerges is useful and pointed. If the 

ct t ployer is callous and the arbitrator prejudiced, the only recourse a 
ly a worker has is to a union strong enough to enforce his just demands. 
1 he Summary 
ehow [he trade union is a political institution which participates in the 
ut the stablishment of wage rates. To conceive of the union as a seller of 
y ma} ibor attempting to maximize some measurable object (such as the 
e tha ige bill) is a highly misleading formulation. Although comparable 
x0r th a business firm in some respects, it is so dissimilar in other respects 
of t that the analogy is of questionable value. 
str) he formal rationale of the union is to augment the economic welfare 


i its members; but a more vital institutional objective—survival and 
growth of the organization—will take precedence whenever it comes into 
: nflict with the formal purpose. 

rker rade union wage policy is a function of the leadership. It is expressed 
hat ti the various operating decisions which officials are required to make 
in the course of wage bargaining. In making these decisions, the officials 


it Is interesting to note that union leaders at the local level . . . often would rather not 
ver to make a settlement. Their reasoning is that if a poor bargain is made with the 


the membership cannot blame the leaders as they would if the leaders nego- 
their own’.” Shister, op. cit., p. 537. 
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must harmonize a variety of pressures which are focussed upon them jn 
the bargaining process. These pressures emanate from a complex of 
political relationships surrounding the officials; relationships with th 
rank and file, with the employers, with other organizational levels of the 
union, with the rest of the labor movement, and with the government 
In the normal state of organizational health, the officials identify their 
own personal aims with the institutional objectives of the union. There- 
fore, they attempt to reconcile the pressures in such a manner as to 
contribute most to the survival and growth of the organization. 

The relationship between the leadership and the rank and file of th: 
union has been explored in some detail in the present article. Trade 
union membership is ordinarily quite heterogeneous; differences jr 
occupation, age, sex, seniority, employment status, product, process 
and place of employment give rise to conflicts of interest within th 
organization. It is one of the most delicate political tasks of union 
leadership to reconcile these conflicts in the course of administering its 
wage program; political ineptitude will disintegrate the coalition. 

Despite the elaborate formal procedures for membership contro! 
the wage bargain, the rank and file is extremely dependent upon th: 
officials for guidance as to what is equitable, obtainable and acceptable, 
as well as the indispensable tactical wisdom which only they possess. 
In consequence, the procedures originally designed to guarantee control 
by the rank and file have become devices for control of the rank and file 
With respect to its wage policy, a union is no more a primitive democ- 
racy than a monopolistic seller of labor. 

A theory of trade union wage policy must address itself to the essen- 
tial character of the union as a decision-making institution, and achiev: 
a perspective more intimate than is ordinarily provided by formal 
economic analysis. At the level of normative judgment, there is n 
point in exhorting unions to behave in a manner incompatible with 
their survival and growth; if we want them to follow a certain course 
action, we must make it consistent with their institutional aims.” W 
must make a choice, or at least strike a balance, between the ideal that 
the union be operated as a pure democracy, and the desire that its 
leaders conform with the canons of business morality. And we t 
give up, once and for all, the notion that unions can be made more re- 
sponsible by making them less secure. 


2 Many economists believe that higher real wages should be achieved through lower 
rather than higher money rates. But lower prices do not represent any achievement on tht 
of the union; moreover, no individual union can have any substantial effect on the p1 
If an increase in real wages brought about by a fall in the price level is to serve as an act 
ment for the union, it must be channelled somehow through the bargaining procedurt 
the union participates. This would obviously require a large-scale consolidation of barga 
structur 


EXCHANGE RATE DETERMINATION 


By JoHN PARKE YouNG* 


I 


e controversy a decade ago over fixed versus variable exchange 
of little interest today, has been settled in favor of fixed rates 
nfrequent adjustments. The provisions of the International Mone- 
Fund Agreement provide for revision of rates, but only in the event 
lamental disequilibrium. Even were there no International Mone- 
Fund, the day of fluctuating rates is apparently gone. Moreover, 
r without exchange control, rates are now a matter of considered 
to a degree greater than ever before. 
gh the initial par values on the basis of which the Interna- 
Monetary Fund has begun operations have been established, it is 
ly recognized that the present is not a favorable time in which 
a series of rates that can or should be continued for a long 
| of years. The effects upon countries’ foreign accounts of prospec- 
nges in prices, wages, incomes and production cannot be ac- 
gauged. Revision of many present rates is therefore to be 
purpose of this paper is not to discuss any particular rate, or the 
priateness or inappropriateness of the present rate structure, but 
to consider the principles which must be followed, and some of 


lifficulties of their application, if a rate or system of rates is to give 


of permanence and to be in harmony with economic objectives. 
‘cting a rate of exchange the objective may be stated as a rate 

the light of prospective conditions, including governmental 
and programs (fiscal policies, tariffs and other restrictions on 
ives promise of yielding an approximate balance in a country’s 

ounts over a period of several years (in so far as a rate by 
in do this), and which will at the same time provide cost and 
e relationships with foreign countries which will permit a maxi- 
low of trade in both directions at high levels of domestic activity 


cision on several matters. 


II 
f the first matters to consider is whether we are discussing a rate 


r is adviser, Office of Financial and Development Policy, Department of 


ent. The selection of an equilibrium rate of this kind re- 
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under a free market or whether the rate is to be fitted into an econom, 
operating under exchange controls. Under a system of exchange con. 
trols and other restrictions equilibrium can be attained, or forced, at 
almost any rate of exchange. With exchange controls the problem oj 
rate selection becomes quite different from that of determining what js 
an equilibrium rate in a free market, and has to do with decisions as to 
the desired terms of trade, the amount and nature of imports and (ip 
directly) of exports, prices and the level of employment and incomes 

The International Monetary Fund Agreement provides for the elim; 
nation of exchange controls, except on capital movements, after a tran- 
sitional period, although the Fund may permit their retention o; 
imposition if it sees fit. Free interconvertibility of currencies is a basi 
part of the United States’ foreign economic policy as reflected in th 
Anglo-American Financial Agreement, the Bretton Woods Agreements 
and the Charter of the proposed International Trade Organization. This 
policy is part of this country’s traditional preference for a free-enterpris 
economy, and its belief that such a system is the most effective means 
of promoting an expansion of trade and employment, looking towa 
higher levels of consumption. 

American efforts to eliminate exchange controls and other restrictions 
have had to contend with the trend throughout the world toward a 
increasing degree of government controls of all kinds and a tendency t 
regularize and integrate exchange controls into a general system of 
government controls. 

The objective of exchange rate selection as stated above is not ne 
sarily inconsistent with a system of exchange controls, although 
exchange controls it is practically impossible to realize this objectiv 
An exchange rate that overvalues the currency and thereby tends t 
cause excessive imports could exist along with international payments 
equilibrium if the country, by means of exchange controls, tarills, 
other devices, were to reduce its imports. Such a rate would tend t 
depress exports, and while a balance might be achieved it would proba 
bly be on a lower level of total foreign transactions. It might lead t 
more or less chronic unemployment, especially if the country were 
pendent upon exports to a large extent. The country would also be 
prived of imports. Various rates consistent with equilibrium in curren! 
accounts are thus possible, depending on the extent to which imports 
are restricted or other governmental policies effective. 

Even without exchange controls and extensive import restrictions, 3 
rate which overvalues the currency might yield equilibrium, but pr 
bly, as above, at a low level of foreign trade, national income 4! 
employment. By discouraging exports such a rate might reduc 

ployment and incomes, and consequently imports, so that a balanc 
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eign payments would still be obtained.’ Different rates of exchange 
id bring equilibrium at different levels of national income. Great 
Britain in the latter half of the 1920’s suffered from an overvalued 

.und which discouraged exports and was accompanied by unemploy- 

nt and depression. A balance in the country’s payments was main- 

ined for a considerable period without exchange control, but at a 

iced level of national income and prosperity. Whether a balance 

d be reached under such circumstances would depend upon whether 
‘nal assets were large enough to maintain exchange stability in the 
time, and whether deflation would be tolerated. 

[t is possible, although unlikely, that a rate which requires rationing 
hange will yield as large a volume of trade in spite of the restric- 
or prohibitions placed on many transactions and the reduced in- 

to exports. It is possible that a controlled rate which would pro- 
more favorable terms of trade would permit the country to pay for 
same or even more imports with about the same or even fewer ex- 
ts (sold at higher prices in terms of foreign currencies), so that the 
volume would not be reduced. The volume of trade might even be 
ised if the demand for a country’s principal exports were relatively 
istic so that a shift of the rate in the direction of more favorable 
ns of trade would not reduce materially the total volume of exports, 

id provide more foreign exchange for imports. 

In actuality it is doubtful whether such a situation exists in the case 
iny, if any, countries. It could exist in the case of a country which 
nly a few export commodities which could be sold in nearly the 
volume at a higher price in terms of foreign currencies. While a 
try might export only a few kinds of commodities and with inelastic 
inds, all countries import a diversified list of goods, the price elas- 

ties of which vary. It is probable that a lower value of foreign cur- 
s would cause a significant increase in imports, greater than could 

| for, in the case of the above country, by the increased foreign 

nge, so that exchange control would be needed to maintain equi- 

m at the more favorable terms of trade. The fact that total imports 

tuate closely with variations in national income does not indicate 
imports are insensitive to price changes. 

\ country might decide that even though a rate which yielded more 
rable terms of trade meant a reduction in the volume of imports 

to fewer exports) and the use of exchange or other controls to 
ve equilibrium, such a course was still desirable in view of the gains 
the more favorable terms of trade. We shall not attempt to analyze 
the circumstances under which the gains from more favorable terms 


f incomes sufficient to curtail imports to a point where a balance would be 
r exports would require a high multiplier. 
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of trade would more than offset a shrinkage in imports (a smaller rea] 
decline than in exports). Such circumstances of net gain are doubtless 
unlikely to exist, especially in view of difficulties commonly resulting 
from depressed export industries. The fact that a net loss results does 
not mean, of course, that countries are willing to reject such a course. 

Another condition which might favor the imposition of exchange con- 
trols is that these permit a country to select the types of goods most 
useful to the economy in general, especially goods to promote economic 
development, and to limit luxury imports. Controls also may permit 
country to pursue a policy of economic development by deficit financing 
which inflates monetary incomes and stimulates imports in an amo 
beyond a country’s ability to provide through exports or otherwise. || 
a country chooses to put economic development ahead of price an 
monetary stability, it can do so and through exchange controls prevent 
its foreign accounts from getting out of balance. 

Exchange controls may be useful in dealing with temporary or emer 
gency situations such as a deficit in international accounts due to a cro 
failure or other relatively short-run disturbances. Rather than to per 
the machinery of fundamental readjustment to start operating wher 
seems clear that the maladjustment is temporary, a wiser policy might 
be to enforce exchange controls, although like a tariff to foster y 
industry it is much easier to impose controls than to remove — 
Legislation has recently been adopted by Guatemala to deal with ter 
porary situations that aims at a minimum departure from competit 
commercial princ iples, and a large amount of automaticity in the im; 
sition and elimination of exchange controls.” 

In a ‘audiee exchange controls are commonly used to deal v 
consequences of a loose fiscal policy, or with disturbed conditions ¥ 
which the country is unable (or unwilling) otherwise to deal effectivel; 
As a result of the war many countries today, of course, have | 
choice but to continue controls for the present. 

Exchange controls, as noted, usually reduce the total volume of trad 
and also distort production and economic activity away from the | 
tern determined by consumers’ choices and comparative efficiency 
between countries. It is possible, but unlikely in most cases, that t 
altered pattern would conform more closely in the net to economic an¢ 
social objec tives. Exchange controls interfere with the division of labor 
and reduce the benefits therefrom by diverting production away ! 
the most efficient channels. They also discourage foreign investm 
and desirable types of capital flow. 


2 This system was devised with the aid of Mr. Robert Triffin whose services wer 
available to Guatemala by the Board of Governors of the Federal Reserve System. ! 
scripti f the system, see Federal Reserve Bulletin, March, 1946. 
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ff the strongest arguments against exchange controls is the ex- 
amount of black market corruption, inefficiency and partiality 
commonly accompany exchange control administrations, and 
- well-nigh inevitable in all countries with human nature as it 
hermore, control over the types and amount of imports can be 
| by means other than exchange control and without the conse- 
vils of exchange controls, although import controls have their 
dissimilar evils. The Charter of the proposed International 
Organization specifically recognizes that member countries may 

iports according to their essentiality to domestic programs. 
t instances the balance of gain as a permanent arrangement 
to be strongly on the side of a free exchange market (at a rela- 
fixed rate), as recognized by United States official policy and 
ovisions of the International Monetary Fund Agreement. Ex- 
te determination, it is believed, should be based on the assump- 

exchange market. 


ting éxchange rates consideration must be given to how much 
is to be placed upon levels of prices, wage rates and other costs 
erent countries, especially in comparison to those in the United 

| the United Kingdom. 
power parities have well-known theoretical and practical 
as a means of exchange determination. Movements in in- 
the structure of prices may cause greater changes in exports 
s than do changes in price levels. Furthermore, real changes 
tion, especially for export, or a shift in world demand for a 
roducts with consequent effects upon the value of its exports 
s, may necessitate a change in the exchange rate in order to 
brium in the balance of payments, without any change hav- 
place in relative price levels. Price indices do not always re- 
iately cost changes in the commodities most significant in a 
foreign trade. A maladjustment which may have existed in 
year will be carried over into the currently computed purchas- 

parity. 

of these and other difficulties, as a practical guide to an 
rate, especially when drastic changes in price levels have 
e, the purchasing power relationship of currencies is of funda- 
ificance. Purchasing power parity computations are useful 
of departure from which adjustments can be made for real 
other factors that affect the balance of payments. The 
weaknesses which are found in the purchasing power parity 
and which have intrigued economists, are from the quantita- 
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tive standpoint not likely to involve large amounts for short periods of 
time. The real changes and shifts in demand which may affect the 
balance of payments ordinarily require considerable time before they 
assume sizable proportions. Moreover, monetary and price level changes 
of the past few years have certainly been very much greater than bas; 
real changes (apart from temporary disruption) in production and world 
trade. 

The experience of the first World War was that, on the basis of 1913 
prices, purchasing power parities were very significant indicators oj 
where exchange rates settled under the conditions of free exchange which 
prevailed after that war. When the pound, the franc and the lira wer 
unpegged in 1919, exchange rates promptly declined to levels not far 
from the purchasing power parities based upon 1913 price relationships 
Currency stabilization after the first World War was conducted in a 
haphazard manner, and had more attention been paid to relatiy 
changes in prices and costs, some of the subsequent balance of payments 
difficulties could doubtless have been avoided. 

Related to the purchasing power parity approach in exchange rat 
determination is an examination of the relative expansion of total cw 
rency supply, z.e., net money and deposits, and its relation to the v 
ume of production. This method is open to most of the objections 
purchasing power parities, but also has advantages, especially as a ch 
on conclusions reached by other means. The consequences of currency) 
expansion, namely the effects upon incomes and prices, are often errat 
and take place more quickly and are greater in some countries than 
others. Currency supply figures are useful in analyzing longer range at 
underlying influences not revealed by price indices. Currency supply 
figures are, of course, not by themselves an accurate or complete indi- 
cator of cost and price changes so that they should be used not as 
clusive evidence but rather as supplementary data. 

In the United States, price rises in relation to currency expansion ha\ 
been more orderly and also more deferred than in most other countries 
Recognition of the United States expansion of about three times si! 
1939 is useful in gauging by comparison the possible ultimate effects 
greater or lesser foreign currency expansion upon exchange rates 
what would be an equilibrium rate.’ 

{n unusual situation exists at the present time in the case of Venezuela’s rate. The pr 
rate in Venezuela (referring to a series of rates) may be said to be an equilibrium rate in t! 
that large dollar receipts from oil exports appear adequate to maintain the rate, but the 
makes the dollar very cheap in Venezuela and causes local costs and prices in terms ol 4 

» be extremely high. In this case a major real change, expansion of oil exports, has ! 
important effect upon the balance of payments, tending to create conditions which bring 

brium at a new value relationship between the bolivar and foreign currencies. The | 
exchange rate for most commercial transactions (approximately 30 cents compared wil! 


19.3 cents for a long period prior to 1931), provides more favorable terms of trade to Ven‘ 
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IV 


Since an equilibrium rate is merely a rate that equilibrates, and is the 
result of many forces which act and react upon each other, no simple 
ila for the selection of an equilibrium rate is possible. If it were 
nossible to forecast accurately the balance of payments of a country 
ver a period of years at a series of hypothetical rates, and to measure 
the level of economic activity at each rate, we would be able to select a 
rate which would accord reasonably closely with the objective noted 
bove (p. 589), with or without exchange controls. The prospective bal- 
e of payments is clearly the key to rate determination, but such a 
tement by itself obviously does not take us very far. 
In addition to technical difficulties of constructing a balance of pay- 
nts statement, especially in estimating it for the future, there is the 
plication that a balance may be obtained at various exchange rates, 
ith varying levels of economic activity and different terms of trade. 
urthermore, a balance in a country’s foreign accounts is not necessarily 
be attained, in the practical sense, solely by an alteration of the 
hange rate. If the exchange rate by itself were relied upon to bring a 
lance, especially over short periods, drastic rate changes would in 
ny instances be necessary. And there would be no assurance of success 
he maladjustment were due to internal factors such as an unbalanced 
lget and inflated, or deflated, money incomes—a rise in money in- 
mes tending to stimulate imports, and vice versa, with considerable 
ts upon the balance of payments. Increases in exports, on the other 
|, are frequently the result of larger incomes in foreign countries 
rather than of a low exchange rate. It is not easy to gauge the part 
played by an exchange rate in any given disturbed situation. 
\ further complication in the selection of an equilibrium rate is that 
riffs and other governmental measures affecting foreign trans- 
ns. Trade does not take place in a /aissez-faire world and the ques- 
irises as to what allowance should be made for the effects of 
rmmental actions upon the balance of payments. Equilibrium 
ler controlled economies may be quite different from what it would 
were there no controls; and controls are constantly changing. 
Trade today takes place to a large degree as a result of government 
ecisions with respect to its direction, type and volume. The forces 
ich press for equilibrium when trade is conducted privately are 
irequently altered or absent when trade is carried on by governments, 
r when trade is strongly influenced by governmental actions. Neverthe- 


to depress Venezuelan export industries and to make the country’s economy depend- 


lly upon oil, a matter of increasing concern to many Venezuelans. The rate, on 
- hand, makes imports cheaper and encourages the economic development of the 
v of the important part imported goods play in such development. 


= 
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less, governments cannot ignore the need of achieving a balanc 
international accounts. Lack of equilibrium can exist after currenc 
reserves and foreign assets are gone only so long as the rest of the wor! 
is willing to supply the country on credit or from gifts. 

While there is reason to believe that substantial success will | 
achieved in the efforts to reduce trade restrictions, the safest proc 
for the present in calculating a balance of payments is to assu 
structure of tarifis, governmental regulations and other measures | 
very different from that now prevailing. Rates to be selected sh 
therefore, be ones which seek equilibrium on the basis of present 
governmental policies, tariffs, regulations and other measures, 
some allowance for a reduction in existing trade barriers. The an 
of allowance would depend upon the specific character of the count: 
trade and the probable relation to the program to reduce trade barri 

The extent to which the flow of capital is to be admitted in a stru 
of foreign payments that is considered in equilibrium depends 
whether such flow is of a regular and continuing nature, as opposed t 
erratic and uncertain movements. The regular outflow or receipt 
vestment capital should no doubt be considered as part of an eq 
rium, but it is difficult in practice to know whether a given flow i 
continuing or spotty nature and what long-run changes in equilibri 
will be induced. 

In most countries, including the United States, capital flov 
inward and outward, has been unstable, and it is difficult to 1 
proper allowance for it in projecting balance of payments statem: 
into the future. Unless a prospective flow of capital in predict 
amounts is fairly clear, conservative procedure from the standp: 
an equilibrium rate of exchange is to confine balance of payments 
to current items and to exclude the flow of capital. The Internati 
Monetary Fund Agreement, moreover, contains special provis! 
dealing with capital movements.‘ 

The above complicating factors do not, of course, reduce the ne 
a rate of exchange that tends to promote a balance in foreign a 
but rather indicate the difficulties in determining what rate of exchang 
is an equilibrium rate in the sense noted. 


V 
Two questions closely related to each other have to do with the! 
of the period for which a given rate is contemplated, and the lengt 
the period over which a balance is to be sought. Frequent rate a 
ments could be undertaken to contribute to the attainment of a bala 


} 
I 
sth 
t 
‘Cf. Article VI 
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er a long or short period. A year would be too short a period 
which a given rate is selected and exchange stability sought, 
special cases where conditions are extremely upset and where 
+ to a more lasting rate must be accomplished by stages as 
becomes clearer. In such cases internal conditions and reason- 
t relationships, more than a balance in current accounts, are 
be the immediate considerations in rate selection. During 
irbed conditions the seeking of an equilibrium rate must in 

everal countries be influenced by or temporarily subor 

r considerations. 

ir is too short a period for the life of a rate or for a balance 
ten or fifteen years, on the other hand, is too long a period 
nasmuch as it is impossible to forecast conditions that 
f some three or four years is probably about as far, in the 
t countries, as actions or lack of actions regarding exchange 
attempt to anticipate the future, with the hope of course 

riod of stability will in practice be much longer and that 

elected may continue indefinitely. Unless there seems to be a 

hood that an exchange rate can during the ensuing approxi- 

e or four years contribute strongly to the creation of con- 

would bring current accounts into reasonable balance— 

rate by itself can create such conditions—and promote 

and cost relationships, such rate should not be regarded 

juilibrium rate. 

; period of three or four years does not necessarily mean that 
is time foreign accounts would on the average balance. A 
| over which to average good years and bad years is proba- 
lable. What the length of this longer period should be is re- 
he length of economic movements including that of the busi- 
[f after a reasonable period, perhaps two or three years, 

») the introduction of what is hoped will be an equilibrium 
lance in foreign accounts shows no signs of being corrected, 

in the rate of exchange should be considered. 

to which exchange stability and a balance in accounts can 
through periods of cyclical and other economic readjust- 
ly long duration will depend to a large extent upon the 
h countries pursue concerted economic policies, wherein 
mes and other conditions rise and fall together and dis- 
re subjected to common remedies. In all cases of maladjust- 
essary, but not always easy, to distinguish in so far as 
tween temporary disturbances and basic maladjustments. 
important part of the present problem, especially in Europe 


( 
oft 
“ll 
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and the Far East where the economies have been greatly dislocated. ] 
Latin America it is difficult to determine the amount of the present ip. 
flation that is of a permanent type and represents a new level of values 
and the amount that will disappear with eventual readjustments, 

The longer the period over which a balance is to be maintained. as 
well as for which a rate is selected, the larger, of course, must be 
available foreign exchange reserves. The existing resources of the Inte 
national Monetary Fund are relatively not great in comparison with t! 
current foreign exchange needs of members, so that reliance of membe; 
must be essentially upon their current export trade, own currency r 
serves and possible credit arrangements. Properly selected rates ar 
therefore of considerable importance to the functioning of the Fund 
apart from their general economic importance. 

The existence of large reserves, even though such reserves are by 


the eyes of some countries. Such reserves may permit a longer perio 
which to test whether conditions may not move in favor of the present 
rate, and to ride through a cycle; but such use of reserves should 
undertaken cautiously, since unless an improvement in the balanc 
payments is in sight, the country will be using up its reserves to m 
conditions which are not counterbalanced by compensating conditi 
With reserves depleted the country will be unable to pursue a p 
involving as long a period of exchange stability or of a balance ir 
counts without resort to exchange controls. 

Whether a rate should be allowed to continue out of line must b 
termined largely by the following considerations: (1) the prospect t 
present trends or future developments will of their own accord ol 
the need for a rate change and that the existing rate will eventual 
come more nearly in line; (2) the extent of the disturbances, bot! 
nomic and political, which may be expected if the government by | 
tive measures attempted to remedy conditions behind the exist 
naladjustment without a rate change; (3) the extent of the dist 
ances attributable to the maladjusted rate (maintenance of the pre’ 
ing rate might be indicated by the small magnitude of the disequilibr 
even though long continued); (4) the extent of the disturbances w! 
would accompany a change in the rate including the political 
sequences and encouragement to inflation; (5) the extent to whic! 
maladjustment would be cured by a change in the rate, as compar 
situation in which other factors, such as inflated money incomes, ar 
principal cause of excessive imports in relation to exports, or w! 
price elasticities of imports and exports are low so that a change in r! 

nless fairly drastic, would not by itself contribute much to an ¢ 
rium; (6) the size of the country’s currency reserves and the c 


drawn down to support the rate of exchange, tends to justify the rat 
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nsequent ability to maintain for the time being a rate that appears 
‘re or less out of line, looking to a long-range policy of exchange 
ity. The size of the reserve might limit actions indicated under 
») (3), (4) and (5) above, and affect decisions regarding retention or 
sition of exchange controls or the taking of other measures. 
VI 
Purchasing power parity computations indicate that many currencies 
ww overvalued in relation to the dollar from the standpoint of 
f payments equilibrium. While the reliability of the price data 
to question, the general conclusion of overvaluation is supported 
ct that it is obvious to travellers abroad that the former long- 
g condition of relatively low prices enjoyed by Americans with 
no longer exists. The extent to which the former condition of 
rices in terms of dollars, which had prevailed more or less regularly 
the world, represented a condition of balance and of trade and 
justment, cannot be measured. However, in view of the great 
nts in United States productive techniques and in the vol- 
jutput, and in spite of the advances in productivity in some 
en countries, there is no reason to believe that this long-standing 
st universal condition of favorable terms of trade for the United 
ld be materially altered, except perhaps in some cases, if 
ere free to seek their own levels and conditions more settled. 
ictive advances in some foreign countries have been rapid, and 
ible that the rate of improvement in some backward countries 
as rapid or even more rapid than in the United States, although 
lata as are available do not indicate this. On the other hand, the 
the expansion of mass production methods in the United States 
rought great increases in the volume of production, actual and 
[Industrial production in the United States in June, 1947 
} per cent of the 1935-39 average. Data with respect to foreign 
ire inadequate, but it is obvious that with wartime destruction 
ptions the volume of production throughout much of the world 
| relatively to that of the United States. It appears probable 
long-standing real price relationships which existed under 
tively Iree trading and exchange conditions still represent approxi 
vhat would be a condition of more or less general balance and 
m in international accounts. 
prevailing world dollar shortage does not necessarily indicate 
| long-run overvaluation in view of the special circumstances 
‘ the demand for dollars. It points in that direction, however. 
apparent overvaluation of many foreign currencies is supported 


widespread use of exchange controls which tend to freeze rates 
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and defer necessary adjustments. While exchange controls are oft 
times useful, especially at present, in preventing needless fluctuatio, 
in conserving exchange and in regulating the kinds of goods import, 
their use imposes a responsibility upon the authorities to see that 
retention does not delay the taking of desirable but perhaps unpoy 
actions, nor postpone needed rate adjustments. 


t } 
c 


Len 


PUlar 


An undervalued rate has the advantage of being easier to maintain 


than an overvalued rate, but results in less favorable terms of trad 


at least temporarily. An undervalued rate also gives a country a « 


petitive trade advantage, so long as internal prices do not compensat 


for the undervaluation. A lowering of the exchange value of the currer 
(whether involving undervaluation or not) is unpopular in most c 
tries since it results in higher prices of imported goods and is regarde: 
a sign of weakness and damaging to the country’s prestige. 

An undervaluation, on the other hand, tends to counteract deflat 
ary tendencies to the extent that it discourages the drawing d 
exchange reserves with resulting internal contraction, and to the ext 

that it stimulates the export industries. If deflation and depressio 
considered imminent there are advantages to a country in fixing its 
at a slight undervaluation, in addition to those resulting from 

ronger position of an undervalued currency. Undervaluati 
ever, would tend sconer or later to disappear. 

A large outflow of investment capital from the United States, bi 
creasing the supply of dollars in the hands of foreigners and ther 
tending to bring pressure on the rate for dollars, might cause f 
prices to Americans to be slightly higher than otherwise. (The i 
ary effects of increased holdings of dollar exchange are in th 
direction.) While such an influence is probably minor, if world condit 
should become stabilized politically as well as economically the ex; 
large increase in American foreign investment might tend to ca 
narrower difference than has historically existed between prices in 
eign countries and in the United States. This alteration would « 
the first instance (slightly) through the increased supply of dollars 


subsequently through improved productivity abroad and a consequent 


weakened demand for dollars. 

Disposal by foreigners of their large holdings of dollar asset 
tends to affect the terms of trade, for similar reasons. Many io! 
countries, especially those of Latin America, have obtained th« 
rather easily and are ready to spend them freely. While they last 1 
assets tend to support an overvaluation of the foreign curr 
terms of dollars. Furthermore, the condition of large money in 

: United States weakens resistance here to American buying of 


goods on relatively unfavorable terms of trade. 
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VII 
jination of a rate that gives promise of being an equilibrium 
sense noted® involves the use of several procedures, centering 
ice and cost movements, and detailed estimates of the balance 
ts over the ensuing few years. The analysis includes a study 
nts, past and prospective, of monetary and real costs, prices, 
money supply, physical production, productive efficiency and 
mand for the country’s products, as well as factors such as the 
ans with respect to government controls, aid to industry, 
tions and fiscal policy. The synthesis of the results of these 
to a single figure in the form of an exchange rate, perhaps 
mal point, necessarily leaves much to be desired in the 
precision; nevertheless, some figure must be named. 
yses depend almost entirely upon statistical data, which in 
tances are seriously inadequate. Some of the major items in 
/{ payments are necessarily estimates, such as service items, 
nditures, interest and dividends, and capital flow.’ Esti- 
present data, no matter how carefully made, necessarily 
margin of error, especially when projected into the future. 
yn of actual realizations (still estimates) with earlier forecasts 
items reveals the magnitude of statistical difficulties. These 
| the fact that in many foreign countries statistical pro- 
not far advanced, weaken the reliability of balance-of- 
a for gauging exchange rates. Yet the balance of payments 
the principal guide to exchange determination. 
s have well-known deficiencies and are also unreliable. 
me of the prices included are official prices and others in 
lex are free- or black-market prices. The index may or may 
irately the real purchasing power of the currency unit, 
with respect to commodities most significant in the coun- 
trade. In some instances suspicions exist that the index is 
miscalculated in order to minimize the apparent rise in the 


+ 


course of monetary incomes are extremely inadequate in 
ntries, so that little can be done to determine statistically 


gures are usually considered reasonably accurate, but smuggling and 

m sometimes cause considerable error. Thus exports may be shown 
in the case of one country for certain years exports are f.o.b. and a 

or c.i.f. charges, whereas other years include actual c.i.f. charges. The 
nsiderable difference in the final result. In another country oil exports 
it $1.20 a barrel. At present this figure undervalues the oil exports, 
overvalued these exports. It is not always possible in the practical sens 

rt and import figures are calculated, and to make necessary adjustments. 
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the effects of such movements upon the balance of payments and upo; 
exchange rates. 

Changes in the gold and foreign exchange holdings of a country reflec 
actual drawings or accumulations of foreign reserves, and in a sense ar: 
a test of whether a balance is actually being maintained. Such figures 
however, are not a reliable guide since complete statistics for privat 
holdings abroad are seldom available; in some instances these privat 
holdings are substantial. Large sums of capital are often export 
through the black market and deposited in various banks abroad { 
private account. 

Changes in official gold and foreign exchange holdings also refi 
capital movements, where permitted, including movements of a: 
normal nature. Thus a country that finds its visible foreign reserves 
declining may nevertheless have a balance in its current foreign 
counts, but be experiencing a flight of capital, perhaps into foreign s 
curities. 

Vill 

When new exchange rates are being established there are advanta 
in selecting a rate for the foreign currency that has an even relations 
to the United States dollar, such as $1, 50 c., 25 c., 20 c., etc., or at! 
in avoiding rates that have no understandable relationship. Apart i 
the convenience in calculating conversions and the favorable effect 
trade and other economic relations, an even rate tends to promote 
fidence in the stability of the rate. An even rate is regarded as defi 
and more likely to be permanent than an odd amount. It therefore t 
to discourage speculation and rumors of a change with consequent fl 
of capital and other difficulties. 

Guatemala’s present rate of 1 for 1 is unquestioned in Guat 
similarly the rates of Panama, Cuba, and the Dominican Republi 
regarded as settled. Haiti’s rate of 5 to 1, and Salvador’s rate of 2} t 

10 c.) are generally accepted as final in these countries. When ( 
rec ntly returned to the even rate for 1 for 1 confidence in the ¢ 
dollar increased. Subsequent rumors, when difficulties arose, t! 
rate would not hold, met resistance from the fact that the rate v 
even one with the United States dollar, as well as being the Ca 
par value. Reports heard from time to time that the pound st 
would be changed to an even $4.00 indicate the public’s attitud 
an even rate. If such a shift in the value of the pound were to tak 
it would doubtless strengthen confidence in the rate. 

In countries where the rates are odd ratios to the American 
there is frequently greater or less discussion over the possibilit) 
change. The discussion is, of course, not solely or even primar 
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ble to the odd rate, but the odd nature of the rate is a factor in 


rtainty. 
a new exchange rate is being established it is not always possible 
a rate that has an even or simple relationship to the dollar 


using a wider change than is necessary. Nevertheless, when 


ssible to select an even rate there are distinct gains from such a 


IX 


of the difficulties of measuring statistically the international 


| position of a country, especially for future years, an exchange 


] 


cted must necessarily be only an attempted approximation to 


librium rate sought. The equilibrium rate sought, however, may 


a rans 


range rather than a single precise point, judging by experi- 


with previous rates, including those of the gold standard. The 


system is sufficiently flexible so that relatively painless ad- 


ts will doubtless take up a reasonable amount of slack if the 


far off center. 
tion through the trial-and-error method of variable rates 
used (or allowed to happen) after the first World War to 


equilibrium—has not been seriously considered during the pres- 


period. In view of speculative pressures and extreme fluctu- 
to adopt the uncontrolled trial-and-error method is all to 

We are unable to depart completely from this method, but on 
| have progressed considerably and do not proceed blindly 
erable trials. As in the case of most economic problems, 
difficulties are less than the political difficulties. The In- 
Monetary Fund, moreover, provides formal machinery for 
ljustment of rates when it becomes clear that a mistake 


or when fundamental conditions have changed. 
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THE BURDEN OF IMPORT DUTIES WITH 
FIXED EXCHANGE RATES 


By R. ROLPH* 


An analysis of import duties, like that of other taxes, involves ¢} 
dual task of determining the payment burden and the economic effec; 
of the levies. To the extent that import taxes yield revenue to gover; 
ments imposing them, some people or groups must be giving up tl 
money which the government receives. The people who pay mon 
the government in the first instance, the legal taxpayers, may o1 
not be the final taxpayers. If they are not the final taxpayers, they 
as a conduit for the money paid by other groups on its way to the Tr 
ury. The determination of what people or groups contribute the mo 
which becomes the Treasury’s tax revenue is the problem of tax } 
dence. 

Taxes may, in addition, affect production, resource allocation, an 
composition of products made available in the economy. Import t 
may reduce (or increase) the volume of imports or alter the comp: 
of imports. Domestically, the production of exports may be 
because of import taxes and the output of products for domesti 
may be increased, and if the economy is not capable of suflici 
justment, import duties may lead to unemployment of resources 
addition to real effects, import taxes may alter the absolute level 
national money income and change its distribution among 
members of the community. In the present discussion, we shall end 
to point out some of these effects. Our major concern here, howey 


the shifting and burden of import duties. 

Actual schedules of import duties consist of a variety of rates ranging 
from zero to prohibitively high rates. In the United States, so1 
are taxed on an ad valorem basis, the tax base being the estimat 
entry value of the item imported. Other items, such as vegeta! 
fish, are taxed at specific rates. For purposes of simplicity 1 


d 


4 


we shall deal in this paper primarily with uniform ad valorem rat 


wi ris as unt professor of economics at the University of C 
Che terms “burden” and “incidence” are used interchangeably in this 
hat of A. C. Pigou (Cf. A Study in Public Finance (London, 192 
I emploved e is somewhat similar to that suggested by Ursula | 
ler ry of Tax Analysis,’”’ Econ. Jour., Vol. LVI, No. 221 [Mar., 1946 
inderst ‘+r suggestion rectly. We are not, however, concerned about t! 
r between “direct’”’ and “indirect” taxes, which constit ites the « 
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rts. This approach emphasizes the effects of import taxes on 
rts and all exports rather than upon the pattern or composition 
de. If the theory to be developed is correct, an analysis of import 
nposed at uniform rates is a necessary step to explain the inci- 
| effects of duties of varying rates.” 

\n ideal theory of import duties must explain the incidence and 
of such taxes under any of the great variety of conditions found 
t. The foreign exchange relations between countries where freedom 
o buy and sell foreign exchange and to export and import goods, 
services, securities, and money ranges from absolutely fixed exchanges 
automatically fluctuating exchanges.’ Over time, foreign exchanges 
be fixed for short intervals and then corrected for whatever econom- 
political reasons the governments or central banks concerned 
consider important. In the typical older gold-standard practice, 
eign exchange rates were permitted to fluctuate within narrow limits, 
nd flows of gold were the effective instrument to confine exchange 
rate fluctuations within the “gold points.” We are here concerned, 
r, only with absolutely fixed exchanges. We shall not endeavor to 
import duties in the various (almost unlimited) cases of ex- 
ange control where special devices are used, such as direct rationing 
f exchange, direct controls on imports, exports, or securities, forced 

‘certain classes of goods for export only, priorities, quotas, etc. 
Explanations of the difference whieh import duties make in interna- 
nal trade typically follow two intellectual traditions. There is the 
mmodity-at-a-time approach which applies the customary tech- 
ies of partial equilibrium analysis to a tax upon the importation of a 
specific commodity.‘ The effect of a tax upon the importation of coffee, 
rexample, is analyzed in terms of its effects upon the supply of coffee 
to the importing country and the repercussions on the demand. The 
ticated application of this analysis leads to the conclusion that 
tax may be borne in part (possibly entirely) by the foreign producer 
imported item. If the supply of coffee, for example, does not 
nge under the impact of a lower net price to the grower, and if 
tries levying import taxes on coffee are a large part of the market 
flee, it seems to follow that a coffee grower in Brazil may bear part 
port tax on coffee. This type of analysis also suggests that part 
(possibly all) may be borne by the domestic consumers of the 


ire follows the neo-classical development of the theory of import duties. Cf. 
Voney, Credit, and Commerce (London, 1923), App. J. 
sion of classification of foreign exchange conditions, see J. H. Williams, ‘The 


y of Existing Currency Mechanisms under Varying Circumstances,” Am. Econ. Rev., 
XVII, Suppl. (Mar., 1937), pp. 151-68. 
the best studies of this kind is that made by Henry Schultz, Statistical Laws of De- 


spply (Chicago, 1928), Pt. ITI. 
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taxed import. If the tax acts to restrict the amount of the commodit, 
imported, it may raise the price, and thus buyers are said to bear the 
tax which their government imposes.® In international trade literature 
this approach is very common and is almost invariably employed j; 
empirical studies of a particular commodity imported. 

The other intellectual tradition in import tax analysis stems from t! 
reciprocal-demand concept. This approach, originating with the young 
er Mill, is an application of general equilibrium analysis to internation 
trade. Upon the foundation of Mill’s penetrating suggestions, F. \ 
Edgeworth, C. F. Bickerdike, Alfred Marshall, A. C. Pigou, and othe; 
built an imposing body of international trade doctrine.® Import duti 
are conceived as shifting the terms upon which one country is willing | 
trade with others. The burden of general import taxes, according to t 
view, rests in part upon those foreigners who consume the exports of t 
country imposing the import taxes. The taxation of foreigners is : 
ceived not as a mere possibility but rather as an inevitable result 
duties, as Pigou has explicitly maintained.’ The portion of the bur 
of import taxes which does not rest upon foreign consumers is born 
domestic consumers, although this point is rarely explicit in the liter 
ture. According to the reciprocal demand approach, import duties hay 
the same effects and burden as export duties, although Edgew 
never could fully convince himself of this point.® 

Following the reciprocal demand approach, I have attempted 
previous paper to develop another view concerning the burden of imp 
duties under fluctuating exchanges.’ In opposition to the theori 
Mill and the neo-classical writers following Mill, I have argued t 
import taxes are always borne domestically and never by foreigners. | 
conclusion is reached that all of the burden of import taxes rests 
certain domestic groups, namely the owners whose resources ar 
gaged in the production of exports and the owners of resources w! 
are competitive with those engaged in production for export. | 
people bear the tax by receiving smaller money incomes than t 
would have received, equal in amount to the yield of the tax to the Treas 


Cf. H. Schultz, op. cit., p. 204 
6 Cf. F. Y. Edgeworth, Papers Relating to Political Economy (London, 1925), Vol. I 
60; C. F. Bickerdike, “The Theory of Incipient Taxes,’’ Econ. Jour., Vol. XVI (1 
529-35, Alfred Marshall, op. cit., Bk. III, Chaps. 8, 9, 10, and App. J.; A. C. Pigou, of 


\. C. Pigou, op. cit., p. 207. 

’ F. Y. Edgeworth, op. cit., p. 39, and A. P. Lerner, “The Symmetry between ! 
Import Taxes,”’ Economica, N.S., Vol. 3 (1936), pp. 306-13. Professor Lerner has 
ently abandoned the symmetry view. Cf. Economics of Conirol (New York, 1944), pt 

rhe Burden of Import Duties,” Am. Econ. Rev., Vol. XXXVI No. 5 (Dec., 194 
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Domestic consumers, on the other hand, do not bear import 
ries at all. The effects of the tax vary depending upon the character 
f the reciprocal demand schedules. The volume of imports may in- 
‘ease. decrease, or remain the same, depending upon the elasticity of 
reign demand for imports, the mobility of resources in domestic 
‘ort trades, and the mobility of resources in foreign export trades. 
ese conclusions are developed from the premise that the reciprocal 
| analysis, when reduced to money terms, involves the assump- 
of perfectly fluctuating exchanges. The tax reduces the supply of 
stic money in the foreign exchange market, thereby reducing the 
stic price of foreign currency and as a consequence immediately 
income from domestic producers of exports. The latter adjust 
worsened position by curtailing production for the export 
ket and shifting production to suitable domestic fields. Price and 
; in the fields invaded fall, forcing those already located in such 
tries to share the tax burden in the form of lower money income. 
Foreign consumers or domestic consumers do not bear any of the tax for 
ason that the exporters of the country imposing duties have no 

nic power to shift the tax burden to them. 
next step in the development of this theory of the burden of 
t taxes is an examination of these taxes under conditions of fixed 


IT 


Marshall, in his development of international trade theory, with the 
the reciprocal-demand concept, makes the assumption that “‘in 
ong run’ international demands are independent of money.’ If 
“long-run” adjustments alone, this assumption 
the particular type of foreign exchange rate pattern at any one 
relevance. Fluctuating foreign exchange rates may provide a 

ng more conducive to the rapid attainment of full adjustments than 
‘ed exchanges accompanied by internal price and income move- 
but the final results are presumably the same. The neo-classical] 
ption that international demands are independent of money, 
igh perhaps proper in the initial stages of development of pure 
y, unfortunately provides a theory of only limited relevance. It 
} explain the burden and effects of import taxes where gold flows 
rection of one country or where other circumstances suggest a 
ilibrium”’ condition. During the 1930’s, for example, the United 

s obtained substantial quantities of gold, and a point of view which 

s, among other things, equilibrium in gold movements cannot 

pe to give a definitive explanation of the role played by import duties 


such periods. 


ry is confined to 


M caf r) 184 
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If the assumption that international demands are independent 9 
money is dropped, the task of explaining the effects of import dutic 
becomes more complicated. The useful and simplifying device of r:. 
ciprocal demand schedules may no longer be directly employed to sho 
how import taxes change a country’s imports and exports. The reas 
why they may not be so used follows from the character of the schedyles 
themselves. A point on the reciprocal demand schedule of a count; 
purports to show the quantity of the country’s exports which wil] } 
exchanged for a given quantity of imports. The entire schedule shoy 
the amounts of exports which will be exchanged for all quantities o' 
imports. Such a functional relation between a country’s exports ar 
imports can properly be postulated for fluctuating exchanges, but : 
for fixed exchanges. With fluctuating exchanges, the volume of a 
try’s exports does depend upon the quantity of imports for the reas 
that a particular quantity of imports will sell for a certain total am: 
in terms of the domestic currency, the amount depending of course 
the elasticity of the demand for imports. The quantity of mone 
obtained from the sale of imports, when offered for sale in the foreig 
exchange market, comes into the hands of the country’s exporters. | 
the amount of money thus obtained, there is presumably one optin 
amount of commodities which exporters are willing to produce a 
ship abroad in view of production costs and the alternative prices 
obtained by selling the commodities at home. 

With fixed exchanges, however, domestic exports sold abroad d 
directly depend upon commodity imports and the domestic mo: 
realized from their sale; they depend rather upon the demands of foreig: 
buyers for exports at the given exchange rate. There are several amount 
of exports (instead of one) which will be exchanged for a given quanti 
of imports, with gold (or other international money) acting as a c 
to keep the exchange rate fixed under these varying circumstances. | 
with fixed exchange rates, a reciprocal demand schedule can be used 
if it is assumed that at each moment, losses or gains of gold ar 
diately translated into changes in relative demands (in each co 
for exports and domestic products, or, in other words, that fix 
changes with gold flows give exactly the same adjustments as wou 
obtained with freely fluctuating exchange rates." 

For the purpose of our analysis of import duties with fixed exchang 
we may first consider two countries only, for example, the 


Professor Jacob Viner, in defending the reciprocal demand concept against its 
that reciprocal demands by themselves directly determine trade. (Cf J. Viner, Studie 
Theory of hima utional Trade [New York, 1939], p. 549.) His position is correct, I! 
long as foreign exchange rates are considered to be freely fluc Ace 9 But with othe 
exchange conlihias his view is valid only on the assumption—Marshall’s assumpt 
the schedules are independent of money. 
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England. The dollar value of English products currently 
United States per unit of time is, say, 5 million dollars. The 
value of United States products sold in England per unit of time 
1 million pounds. We disregard all changes in American claims 
nd or English claims on the United States and assume that 
10 net transfer of income from one country to the other. This 
we are assuming that in each country the value of current output 
qual to the total of accruing money incomes in each country.” 
11] assume that the price of gold in England is £7 per ounce and 
onding price in the United States is $35 per ounce.” To 
tely fixed exchanges, with gold acting as international money, 
t assume that either there are no costs of shifting the ownership 
tween the two countries, a situation illustrated by the common 
of earmarking gold, or that if gold is shipped, the costs are 
y the government. For our purposes, it is convenient to assume 
land, through its Stabilization Fund, always takes the initiative 
ld for dollars and then selling dollars for pounds when the 
of pounds would otherwise fall, and the United States 
nt or its central bank takes the initiative when the dollar 
the pound threatens to rise above the fixed rate. 
In this setting, let us assume that the United States imposes without 
- a general import tax at a flat rate of 20 per cent upon the 
imports; the value is computed laid-down in the United 
tes and after the payment of duties.“ English exporters, it may be 
|, are caught for a short period with definite commitments to 
quantities of commodities through their agents who quote 
l-down, tax-paid in the United States. Until they have an 
y to make new contracts, they become, literally, the legal 
Chey provide the tax dollars which the Treasury receives. 
of the tax, English sellers realize 4 million instead of 5 million 
unit of time for their products sold in the United States 
ifter meeting the tax obligation; and they offer 4 million instead 
ion dollars to acquire pounds in the foreign exchange market. 
f saying that saving, in the simultaneous sense, equals net investing 
f. A. P. Lerner, Economics of Control (New York, 1944), p. 353. 
Id equally well be developed by assuming an international bank or other 
ne currency freely convertible into the other. 
ymputing import duties might be criticized as assuming that a tax is 
he sense that the value of an imported item is computed after the tax is 
Chere is no mechanical difficulty, however, in making this computation. 
s receipts’ tax where the base of the tax is the total of gross receipts and 
axes are in most states, a tax upon receipts computed before the tax. Our 
tion makes the base of the tax larger than the customary method. If this 
d, United States import statistics might give a more accurate figure for the 


ROLPH: BURDEN OF IMPORT DUTIES 611 


610 THE AMERICAN ECONOMIC REVIEW 


English exporters therefore obtain £800,000 instead of £1,000,000 {,, 
the sales of the same quantities of products. 

This reduction in the pound gross income of British exporters giy, 
them a strong incentive to curtail their sales in the United States marke: 
as promptly as contract terms permit. As rapidly as possible, therefor 
they do curtail exports and raise the dollar price of these products in th, 
United States market. United States buyers, as they find the prices 
English products rising, may spend a greater, smaller, or an unchange; 
number of dollars upon the reduced supplies of British products, deper 
ing upon the elasticities of the demands for the various types of prod 
ucts imported. For the following argument, it makes no importan 
difference which elasticity is assumed, but to avoid altering the illustra. 
tive figures just now employed, we shall assume that the weighted 
average elasticity of the United States demands for British products js 
unity. This assumption insures that the number of dollars spent upor 
imports remains unchanged. As long as the value of United Stat 
imports stays constant, the base of the tax and the tax yield does als 

sritishers continue to receive only 4 million dollars for products whi 
they exchange for 800,000 pounds, but they receive this for a smaller 
volume of exports. The reduction in the pound income of British ex 
porters cannot of course be the only result of the tax. For the exchang 
rate to remain fixed, another 1 million dollars must be placed in t 
foreign exchange market to keep the supply and demand of foreig 
exchange equated at the fixed price. Under the assumptions initial) 
made, the British government must sell £200,000 worth of gold tot 
United States government for dollars and then sell the 1 million do 
so obtained in the foreign exchange market to insure that the exchang 
rate remains fixed. 

Gold flows will have certain necessary effects in both the Unit 
States and England, and may lead to monetary deflation in England a! 
inflation in the United States. Furthermore, there may be vari 
degrees of adjustment in the total monetary demands in both the Unit 
States and England. The degree to which gold flows affect the interna 
monetary affairs of a country depends upon the monetary policy oi t 
respective governments and the power they have to make this p 
effective. 

It is convenient to divide the subsequent analysis into two ge! 
cases. We shall first consider the case where each country does | 
permit gold movements to affect it predetermined monetary poli 
This is complete gold sterilization” and may be called the case of se 

Che concept of gold sterilization in economic usage has at least three distinguishable 0 


thi 
h 


gs. It may refer to the failure of a gold inflow or outflow to be accompanied by t 
ments normally expected of such movements, for example the flows of gold to the Unit 


a 
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| monetary adjustment. We shall treat partial and complete mone- 
adaptions together for the purpose of determining tax burden. 


rovernments of England and the United States are assumed to 
ntrol over the supply of money of each country. Complete power 
- the supply of money requires that local banks may fot alter the 
tity of demand deposits by making or calling loans, or by buying 
lling securities generally. In the case of zero adjustment, gold 
must, likewise, not alter either government’s monetary policy. The 
f monetary policy in each country is, we shall assume, the main- 
of the demand for output at a given level or, in other words, a 

y which keeps the money value of output constant. The level 
sen is one which is supposed to give “‘full employment.’ A policy 
ntaining a constant demand for products may call for a net in- 
net deflationary, or neutral action on the part of the govern- 

nd its agencies, depending upon the monetary behavior of private 
vestors and consumers. If the desired level of gross national value 

t has already been achieved, deflationary inclinations on the part 
investors or consumers would call for a net inflationary policy by 
ernment, and inflationary inclinations would call for a net defla- 
licy by the government. We shall suppose that a neutral 

ary policy is sufficient to maintain effective demand at a constant 
Private real investors and consumers are thus assumed to main- 


nstant idle balances. Each budgeting unit (other than the gov- 


period. A second meaning is the more technical one that a gold flow is not 

bank reserve balances. In a case of a gold inflow, sterilization in the second 

1 by the Treasury, the Federal Reserve Banks, or both to offset the gain 

he Treasury may reduce its balances with member banks without increasing its 
e Reserve Banks by an exchange of gold certificates, or the Reserve Banks may 
ing assets dollar for dollar with an increase in their non-earning assets (gold 

\ third meaning, and this is the one used in the text, is that a gold inflow (or out- 
tted to increase the quantity of money in the hands of the public at all. This 
policy of offsetting the increase in the public’s money supply resulting from 

by taxation, or, if possible, by the sale of securities to non-bank buyers 

nt in the text begs some fundamental problems of analysis. For any one level 

e full employment, one of two conditions must prevail. Either sellers of prod- 
power, which is an assumption made by J. M. Keynesin this connection 

of Employment, Interest, and Money [New York, 1936], p. 294) and 

s are passive (rigid wages) or sellers of products or of labor services do possess 
nevertheless fail to exploit their power. If sellers in general have monopoly 

refuse to let the monetary authorities outmaneuver them, there may be 
spending which insures full employment—the goal may recede as fast as 
eased. (Cf. William J. Fellner, Monetary Policies and Full Employment [Ber- 
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ernment) is assumed to maintain a constant relation between 
inactive and total cash balance."’ 

The reduction in the amount of pounds received by English sellers 
exports, unless offset, means a reduction of the money supply in ] 
land. If England is to pursue a policy of immunizing its internal mone. 
tary affairs against unstabilizing acts of its neighbors, a num 
mechanical adjustments are necessary to insure the success of its | 
cies. These adjustments are perhaps more readily visualized and mad 
definite by the employment of a ““T”’ account for the English monetar 
system. Such an account is presented below. 


BANK OF ENGLAND 


Col. A Col. B Col. a Col. b 
in billions of pounds (in thousands of pounds 
\ Liabili Changes in Changes i 
ssets . 
— Assets Liabilities 
Gold 3 | Govt.deposits 5 | (1) Gold —200 | (1) Govt. deposits 
Von-« Private 2) Private deposits 


1 3) Govt. deposit 
Earning assets 24 | Currency 2 (4) Govt. deposit 


Private deposit 


Capital and | (6) Non-earning 6) Govt. deposits 
assets +200 


Col. A shows the assumed assets and col. B the assumed liabi 
These constitute the assets and liabilities of the entire banking s) 
which may be considered as consolidated into one bank. The d 
liabilities of the bank constitute the sole means of payment inter 
in England as pictured. Cols. a and b show the changes in assets 
liabilities after imposition of the import tax. These changes sho 
considered as amounts per periods, or, in other words, as flows— c! 
in stocks. 

The sale of gold by the British government reduces this asset a! 
bank is paid for the gold by a reduction in the bank’s liability 
government’s deposit, as shown in col. a (1) and col. b (1). The B 
government, however, sells the gold for dollars and then sells th 


ry ers of J. M. Keynes may restate the assumption in terms of a constant s 
he marginal efliciency of capital, constant structure and level of interest rates, a giv 
| propensity to consume (and hence a given timeless average and increm¢ 

In terms of Robertsonian analysis, the assumption means that saving (de 
ference between income of the immediate past and present consumption expenditur: 


investment with a constant supply of money 


te Total demand 
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ired for pounds, in the interests of maintaining the fixed 
ate. It, therefore, acquires pounds to an amount equal to the 


| value of the dollars purchased by the gold, which in our illustra- 


£200,000. The government’s bank balance declines pound for 
th the loss of gold but it increases pound for pound by the 
of pounds. This increase in the government’s balance is offset 


- loss of pounds by British exporters. Before the tax, it will be 


British exporters obtained 1 million pounds by the sale of 


ts in the United States. Although they curtail their sales to the 


States in an effort to minimize the unfavorable effects of the 

n their earning power, whatever improvement they achieve is at 

- of other British industries with which they are in competi- 

e British home market. This reduction in the pounds acquired 

» export market is a net reduction in private cash holdings. 

wn as (2) in col. b, the offsetting item being the increase in the 

ent’s deposit pursuant to its acquisition of pounds by the sale 

shown as (3) in col. b. Thus the net effect of the loss of gold is 

i1tenance by the government of its cash balance at the expense of 

private cash balances at a rate of £200,000 per period. The 

{ the tax upon imports thus reduces the number of pounds 

by British sellers. English buyers, on the other hand, continue 

the same number of pounds for United States merchandise. The 

ce between the value of its exports and imports (£200,000) 

‘f reduction in the supply of money in England. Unless some 

ken, this decrease in the cash position of private groups may 

m to curtail expenditures and the assumed government policy 
rold is endangered. - 

ous remedy for this situation is action on the part of the 

vernment to increase the supply of money in the hands of the 

[t may increase its expenditures, decrease the yield of its own 

taxes, or both. We may assume that the policy adopted is to 

yield of the British income tax without changing government 

- by an amount equal to the reduction in private deposits. 

e items (4) and (5) in col. b) reduces the cash balance of the 

t once more and increases the cash balance of the income-tax- 

n of the population. The action means that the demands 

ts in England will be maintained. Those favored by the re- 

- income tax will take the place, in part, of persons asso- 

the British export industries and their competitors in de- 

itput. National income in England is maintained at the 

| and gold is successfully sterilized. One last step remains, 

[nglish government’s cash balance may easily not be 

gh to stand an additional drain of £200,000 per period be- 


1 
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cause of the reduction in the yield of its income tax. It may be necessary 
to exchange either earning or non-earning assets with the banking 
system (for present purposes, which one does not matter) to augmen; 
the government’s cash balance (see (6) in cols. a and b). As a result oj 
these adjustments, there is no change in the money supply; and if, as 
we have assumed, people keep the ratio of their idle to total cas! 
balances constant, the gold outflow has no deflationary effects. 

A similar “‘T”’ account is shown below for the United States. This 
represents a consolidated picture of the monetary situation pictured as 
the assets and liabilities of one Bank with its demand liabilities being 
the supply of money. The changes in assets and liabilities shown in cols 
a and b are simpler in this case than those found for England. 


UNITED STATES 


Col. A Col. B Col. a Col. b 
in billions of dollars (in millions of dollars 
\ Liabiliti Changes in Changes 
Assets Liabilities 
Gold 20 Govt deposits 15 \(1) Gold +] 1) Govt deposit 
Non-eat g assets | Private deposits 110 
Earning assets 125 F. R. Notes 20 
Total assets 146 | Total demand 
liabilities 145 


Capital and 


surplus 1 


} 


Paradoxically, the acquisition of gold in col. a (1) is accompanied by 
equal increase in the United States government’s demand deposit 
b |1]), a point which requires explanation. 

The payment for gold, like the payment for anything else, de 
the government’s cash position. The parties selling the gold ordinar 
acquire additional cash and this is a net addition to the monetary 
ply. Ordinarily the Treasury restores its balance, depleted by g 
purchases, by exchanging non-earning assets (gold certificates) with t! 
banking system for a deposit. It may be properly asked why this 
not happen in the present case. The Treasury, in purchasing gold, 
pay dollars to someone, in the present case the British government 
British government offers these dollars immediately for sale in 
foreign market in the interest of maintaining fixed exchanges. Ii ¥ 
stopped the process just prior to this offering by the British gov 
ment, we should have no change in the United States government 
account and have another dollar balance—the deposit of the Brit 
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sovernment with United States banks—as the offset to the increase in 
sold stock. If we examine the situation immediately after the British 
ver these dollars in the market, we find that these dollars go right back 
.the Treasury in the form of the yield of import duties. The dollar 
supply of the public is clearly in no way directly affected by the gold 
svement. United States exporters are obtaining the same number of 
llars out of the foreign exchange market as they obtained prior to the 
nposition of the tax. Therefore, there is no reduction in private de- 
nosits from this source. The balance of the United States Treasury 
reases dollar for dollar with its purchase of gold because its tax reve- 
increases by exactly the amount of the payment for gold. The 
United States government provides dollars on the one hand to the 
British government, which in turn places these dollars in the foreign 
ange market, and then the United States Treasury takes these 
;as payment of import taxes. 
we have in this case the unusual circumstance of what may be 
omatic gold sterilization. The tax calls forth a gold flow and a 
ie simultaneously, and thus the Treasury prevents the gold flow 
ncreasing the supply of money in the hands of the public by taking 
way in tax yield the same dollars which it injects into the economy by 
hase of gold. 
\ necessary condition for continuous gold sterilization is a rigid policy 
government not to make more expenditures or reduce its other 
taxes because of its growing cash balance. Complete sterilization is only 
f it permits its cash balance to grow at the rate of the yield 
mport taxes. If it departs from this policy, gold is no longer com- 
y sterilized and we have instead partial or complete adjustments. 
s rather lengthy presentation of the conditions for perfect steri- 
leads to our next and main question: What are the effects and 
nce of import duties under conditions of complete gold steriliza- 
n? Presumably England cannot continue indefinitely to lose its gold 
ply and maintain both its internal stabilization policy and its exter- 
policy of fixed exchanges. How long England can continue sucha 
depends in part on how much gold it possesses and how large this 
s in relation to its stock. Although complete sterilization (zero 
justment) may have to be abandoned eventually, a close study of this 
may have some explanatory value in “‘short-run’’ developments. 
Certain of the effects of the tax are fairly clear. United States con- 
mers and real investors obtain fewer imports (other than gold) be- 
iuse the tax makes the sale of British products in the United States 
less profitable. In real terms, the United States public is worse 
lhe real terms of trade are made less favorable to the United States. 
nsumers and real investors, on the other hand, are better off 


essary 
inking 
yment 


sult of 
Casn 


red as 
being 


n co 


616 THE AMERICAN ECONOMIC REVIEW 


if the resources released from the British export industries are success. 
fully employed producing other things for the British market. T} 
“other things” are a net addition to the English standard of livins 
provided of course that the loss of gold is not treated as a real loss. Wi, 
constant money expenditures upon output in England, the additiong 
supplies of commodities available for local sale may have the result 
reducing prices somewhat, depending upon the degree of competit 
prevailing there. In the United States, the situation is reversed. 7 
prices of imports rise absolutely and may carry up with them the pr 
of domestically produced items competing with imports. Private m 
incomes in England, calculated after deducting local taxes, rey 
unchanged. There is some loss of income by those associated with t 
British export industries, but this loss is offset by an increase in 
private net incomes because of the reduction in the rates of the Br 
income tax. The increase in private money incomes in England by | 
come tax reduction is made to insure that the loss of gold does 
sabotage the British government’s internal stabilization policy. 

The determination of the tax burden under these circumstances off 
a number of important difficulties. In theory, there is some presumpti 
that the results achieved from a study of fluctuating exchanges 
some application to fixed exchanges. With automatically self-adjust 
exchange rates we found, in the previous study mentioned, that t 
burden of the tax rests initially upon domestic producers for the ex; 
market by reducing their money incomes. Yet with fixed exchanges a 


zero adjustment, it is clear that domestic exporters cannot be regai 
as bearing any part of the tax. Without the tax upon imports, the) 
tain 5 million dollars for products sold in England, and with tl 
they continue to obtain the same revenue. They cannot, theref 


properly regarded as contributing the dollars which become the T! 


ury’s tax revenue. 

British exporters may appear to be bearing the tax because oi 
unfavorable effect of the tax upon their income. Their immediat 
come loss is, however, offset in part by diversion of their resources t 
production of goods for the British domestic market, and the rema 
portion is offset by the increase in the net income of other groups 
puted after deducting taxes occasioned by the reduction in the yi 
the British income tax. This suggests that British exporters ar 
bearing United States taxes. 

United States consumers may also appear to be’ bearing part 
the tax upon imports by paying higher prices for British pr 
Buyers of British woollens, for example, may be expected, because 
tax, to pay higher prices for suits, and both the domestic wool lob! 
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1CCess. tic consumers of British woollens may be convinced from this 
Thes idence alone that the latter group is bearing the tax. Yet upon close 
liviz mination, this view leaves much to be desired. United States buyers 
. Wit British products pay higher dollar prices for imports because the 
itiona 51 § these commodities in the United States market is curtailed. 
sult Supplies fall because of the unwillingness of British exporters to offer 
etit changing amounts of products for sale in the United States market at 
he wer net pound prices. As a result of the tax, the United States Treas- 
pr ry removes 1 million dollars from the foreign exchange market and 
mi t, despite this fact, United States exporters continue to take away the 

| number of dollars from the foreign exchange market. It is possible, 
th t to be sure, that United States consumers have inelastic demands for 

British products and pay absolutely more dollars for fewer goods. But 


Br the reverse may equally well be true. United States buyers may pay 
by i ver dollars for British products in which case they subtract rather 
es than add to the supply of dollars as compared with the pretax situation. 

[t would be awkward to suppose that United States consumers bear the 
3 offers tax if their demand elasticity for British goods is less than unity and 
ny that they do not bear the tax if their demand elasticity is more than 


y. There is no inherent reason to suppose that United States con- 
justing sumers either add to or subtract from the supply of dollars in the foreign 
narket, and it may be better for purposes of developing a 


export seneral theory to assume that their action is neutral in character, 7.e., 
res and that United States demands for British imports have an elasticity of one. 
gal > circumstances all of the additional dollars must be supplied by 


rtation of gold. 
case of complete gold sterilization, the United States govern- 
ld be regarded as paying its own tax. By levying duties, it 
1 Teas removes dollars from the foreign exchange market. By purchasing gold, 
the supply of dollars in the foreign exchange market. The 
of gold is the method by which dollars are provided to permit 
ntenance of the exchange rate. What dollars the United States 
5 tot g ment takes away by imposing import taxes, it gives back by 
1a! z gold. No private individuals or groups pay out the money which 
S COI becomes the government’s tax revenue. From this point of view, the 
yl worsened position of United States consumers merely reflects the alloca- 
are tion of resources in England away from the production of exports in 
production for domestic sale. The real loss of United States 
ers is the real gain of British consumers. In terms of money 
the decline in the income of England exporters is offset by the 
e ease in the net income of British taxpayers. Private money incomes 
ited States are not altered by the tax. Total incomes increase, 
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to be sure, but all of the increase accrues to the Treasury as tax reveny, 
Thus the Treasury generates income by buying gold which accrues ; 
itself in the form of tax revenue. 
IV 

We turn next to the analysis of import duties when there are som 
internal monetary adaptations to gold flows. Internal adjustments may 
occur by deflation in England or by inflation in the United States or }y 
both. It is convenient to develop the analysis initially on the assumptio, 
that only the British economy adapts its monetary affairs to the g 
flow. The English continue to lose gold as a result of United State: 
import duties until such time as they correct their adverse trade balan 
British monetary authorities must choose one of two goals. They ma 
maintain either internal monetary stability or external stability 
exchange rates, but not both unless their supply of gold is unlimited 
If they choose internal stability and devalue their monetary unit 
terms of gold and dollars by establishing a buying and selling pri 
gold at say £8.75 per ounce, which gives a new exchange rate of $4= £1 
their problem is for the moment solved. But in this event, the burder 
the tax is shifted immediately from the United States Treasury to Un 
ed States exporters and further repercussions must result from t! 
adjustments of United States exporters to the reduction in their mon 


earnings. 

To keep within the confines of this paper, we shall assume that t 
English choose external stability and sacrifice internal stability. 1 
deflation in England takes the form of restricting expenditures 
products of domestic origin and, of course, United States exports. | 
port demands need not, to be sure, decline in exactly the same proj 
tion as demands in general. Whatever the particular relation may 
the deflation will have certain effects upon the English export industr 
the United States export industries, and upon the gold flow. Each ste; 
in the deflation process in England improves the earning position 
export industries as compared with other portions of the economy. 1 
export industries, their incomes being determined by United States | 
mands, are not injured by the British deflation. On the contrary) 
unemployment grows in English industries and prices fall, the ex] 
industries are in a position to increase employment providing t 


money wage-rates fall along with other prices. Unless England is to! 
unemployment indefinitely, either prices of resource services must 


rht, however, solve the dilemma by placing taxes upon their own imp« 
ixed rate of exchange to the yield of United States import duties. Th 
ht also be solved by the use of import quotas, which is a type of exchange cont: 
tion, to be successful, must reduce the pounds paid for imports by limiting the quantit 
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e of their own volition or official action must be taken to insure that 
cient cost reductions are made. To the extent that resource services 
heapened in terms of pounds, the British export industries expand 
nut and sales in the United States market. This adjustment moves 
em in the direction of the position, relative to the other portions of 
English productive system, which they enjoyed before the imposi- 
n of United States import duties. The elimination of unemployment 
together in England will find the British export industries producing 
it as much for the United States market as they would in the ab- 
sence of United States duties. If, for example, the net value product of 
English export industries was 10 per cent of total net income produced 
n England prior to the tax and it employed a corresponding share of 
abor force, the deflation in England may be expected to place it in 
same relative position both in earning power and in employment 
wer as before the imposition of United States taxes. With the expan- 
utput in the British export industries, United States imports 

rise in volume and their dollar prices fall to the pretax level. 
[he English deflation has immediate and severe results upon the earn- 
gs position of United States exporters. As the English spend fewer 
nds upon United States products, United States exporters find that 
mber of dollars they receive falls proportionately with the re- 
in the number of pounds obtained. Hence resources in United 
States export industries now obtain absolutely lower dollar earnings. 
the United States continues to pursue an effective policy of internal 
netary stability, other United States industries continue to enjoy the 
e earnings as before and the money incomes of United States ex- 
rters are not merely reduced; they decline relatively to incomes of 
producing groups. As the deflation proceeds in England, United 
States exporters become increasingly worse off, and when the deflation 
in correcting the trade balance and gold no longer moves to 
United States, their losses of earning power per unit of time equal 
d of the tax.'® If, under the impact of a reduction in earnings, 
| States export industries do not curtail output because, for ex- 
ple, resources so employed are specialized to the production of com- 
ities for export, United States exports in terms of physical volume 
unchanged. In this event, complete adjustment finds both the 


ire 


»f gold purchased by the United States Treasury declines, the condition of 
sterilization no longer applies. Gold is being ‘ 
the government adopts a neutral monetary policy, it must either increase its 
‘educe taxes (other {han import taxes). Following the assumption used in con- 
ind, we may suppose that the government achieves a neutral policy by re- 
ite on the personal income tax so as not to over-balance its budget. This action 
ble deflationary effects of the decline in the cash and income position of the 
export industries under the pressure of the deflation in England. 


‘oversterilized.” To satisfy the 
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volume of imports and of exports unchanged and the tax has not sy. 
ceeded in giving any protection to domestic industries. United States 
consumers are in the same real position as before the tax since imports 
are increased to the old levels and no resources are released from the 
United States export industries to produce any additional output 
English consumers likewise are in the same position provided that the 
English deflation does not leave resources in England permanently up. 
employed. They receive the same volume of imports and the same 
volume of domestically produced output. 

The incidence of the tax under these conditions seems reasonably 
clear. When the deflation is in progress in England, but not completed, 
part of the tax is paid by the United States government itself through 
the purchase of gold as found in the case of zero adjustment. The re- 
maining portion is paid by United States export industries. Their dollar 
income declines as the pound demand for their products declines, a 
reduction measured by the difference between the yield of the tax to 
the United States Treasury and the amount paid for gold by the Treas- 
ury. When the deflation is complete in England or, in other words, when 
gold ceases to flow, the United States Treasury is no longer paying any 
portion*of its tax since it ceases to buy gold. The difference between 
the value of British imports computed laid-down, tax-paid in the United 
States and the number of dollars offered for sale in the foreign exchange 
market is then offset by the decrease in the number of pounds obtained 
for the sale of United States products in England. United States ex- 
porters have smaller gross incomes by the yield of the tax, and hence the 
earnings of resources in these fields are smaller by the yield of the tax 
If they cannot move out of the export field, they take this loss of incom: 
indefinitely when adjustments to gold flows are complete. 

We may next consider the circumstance where resources locat 

1e United States export industries are mobile and move out of the in 
dustry when they find their earnings lowered by the United States im 
port duties and the British adjustment to this condition. If resources 
are mobile in some degree, with their earnings relatively lower than that 
being obtained by owners of similar (competitive) resources in other 
fields, an incentive clearly exists to invade these fields. This movement 
of resources producing for export may have a number of repercussions, 
not only domestically, but upon the British economy as well. With som 
mobility of resources in the United States export industries, the redu 
tion in earnings occasioned by the tax and the British adjustment wit 
reallocate resources from export output to production for the Unitec 
States internal market. This reallocation of resources reduces the vo! 
ume of United States exports and increases the output of the product 
of the industries to which resources move. The shift of resources 
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stic fields will have the effect of reducing the prices in these fields 

and cing down the earnings of resources previously entrenched in 
the invaded industries. The reduction of earnings in these invaded fields 
irs unless the demand for the products whose supplies are increased 

is an actual of any in will reduce 
hese comimeeiitien. It makes no = a for the present argu- 

nt whether the owners of invading resources combine to form new 
ind compete for the public’s dollars with old firms or whether they 

the services of their resources for hire in established enterprises. 

[he competition of resources formerly in the export industries has the 
ct of fo yrcing owners of resources in other fields to share some of the 
tax burden. Finding themselves bearing all of the tax if they remain in. 
export industries, these owners of human and non-human productive 

er can only avoid a permanent large lowering of their money in- 

by placing some of this burden upon others through competition. 

[he competition of owners of resources from the export field with 

ry money income will not restore the former’s earnings to levels 
revailing prior to the imposition of the tax or to the level prevailing 
ith zero adjustment. With the total demand for products in the United 
States remaining constant—which assumes that the government’s mon- 
stabilization policy is successful—the dollar income per unit of 
mployed both in exporting and in other fields will be perma- 

tly ie ol by import taxes after England’s adjustment. Exporters’ 

mes fall because of the one eBation, and in their search a ioe 


with ype resources, but only by shea down ‘the! incomes of 
esource owners. The resources in exporting, those who move to 


r fields, and the resources previously located in these other fields 
ether take a reduction in income which is offset by the yield of im- 
t taxes to the government. 

[here are certain effects, however, following from a reduction in 


United States exports. For one thing, the English find, even after they 
gone through their deflationary program, that the prices of United 


States products rise and the volume of real imports falls. The English 

pend more pounds, equal pounds, or fewer pounds n 

United States — accompanying the rise in their pound prices. 

Which of th se actually happens makes some difference on the volume 
and gold gains or losses. 

lf the British spend the same number of pounds upon United States 


s (demand elasticity of unity), the results are somewhat less 
ited. For in this case, starting from the position where the value 
elr imports equals the value of their exports at the fixed exchange 
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rate, the payment of an unchanging number of pounds for fewer jn. 
ports does not upset the trade balance. No gold flows are necessary +, 
preserve the fixed exchange rate. No further adjustments to the re. 
duction of United States exports are therefore necessary. In real term: 
however, the United States tax worsens the terms of trade for thy 
English. Deflation in England has the effect, already noted, of increasing 
their exports to the volume prevailing before the imposition of th, 
United States import tax. On the other hand, the English receive gp. 
solutely smaller quantities of United States products. To the extent th, 
comparisons of real gains and losses are meaningful, it seems clear tha; 
the net result of the tax is to leave them worse off. The United States. }; 
contrast, is clearly better off. American consumers and real investors 
receive the same volume of imports from England and give up in retur 
a smaller quantity of exports. The net gain in the United States is t 
added production of the resources which move out of the export fi 
to produce output for the domestic market. 

If the British spend absolutely more pounds upon United States pr 
ucts as imports decline, resulting from the exodus of resources from ex 
porting industries in the United States, the trade balance will be upset 
and further adjustments will be necessary on this account. An increas 
in the British pound expenditures for United States products increases 
the supply of pounds in the foreign exchange market. To keep the 
change rate fixed, the English must sell more gold to the United States 
Treasury, acquire dollars, and sell the dollars obtained to offset th 
crease in the supply of pounds. In a smaller way the British are fac 
once more with the same problem they have immediately after the im 
port taxes are imposed. Assuming, as we must for this study, that the 
continue their program of external stability, they must deflate still i 
ther. This deflation in England, by decreasing the demand for Unit 
States products, leaves United States export industries with yet sma 
money earnings and leads to a still greater exodus from the industry 
a greater reduction in United States exports. At the same time, the defla 
tion acts as a stimulant to the British export industries. It reduces th 
gross receipts of English firms producing for domestic sale, placing th 
in a less favorable position to compete for resources. The English es 
port industries are placed in a relatively improved position and are abi 
to expand exports above pretax levels. The increase in British expor! 


means, of course, an increase in United States imports. Accompanying 
this greater volume, with American demands for English products les 


than infinitely elastic, the dollar prices of United States imports [4 


Nes! 


still further. The original deflation in England lowers prices of Eng! 
products sold in the United States to the levels prevailing prior to | 


rters 


tax and therefore defeats any protectionistic intentions the support 
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er ir ‘import tax legislation may have had. With the British demand for 
~y United States exports of an elasticity of less than one, the adjustments 
he 1 ssary to stop the loss of gold increase United States imports beyond 
oem e yolumes prevailing with no taxes upon imports at all and lower their 
mA iollar prices below the levels prevailing before the tax. American buyers 
on ; British woollens, in other words, pay lower prices for their suits than 
or tt would pay if import duties were not imposed. 
sad [he possibility that import taxes may have the effect of increasing 
it th stead of decreasing) imports to the country levying them has been 
ie iced for some time.?® What importance this possibility has in any 
les rical period is not easy to say, but it would be dangerous to dismiss 
- nsequential. Recent empirical studies of demands for imports 
recur exports suggests that inelastic demands for imports are at least not 
is t 
si his case illlustrates the pitfalls in the common belief that because 

ign price of an imported item is much lower than its dollar price 
P t the given exchange rate (when transport costs are taken into account) 
” yers must be bearing the import tax. Such a price-spread will in fact 
“ t, to be sure, but in the present case, United States buyers are actu- 
_ y paying lower prices for English goods than they would pay if the 
United States imposed no import taxes at all. Scarcely anyone would 
x to argue that United States consumers bear import taxes when they 
_ iv lower prices for imports because of the tax. 
n he third possibility is that the British, as the pound prices of United 
7 States products rise, pay fewer pounds for imports. The demands for 
United States products may, in other words, have an elasticity of more 
s an one. After their initial deflationary program, the British find in 
. nt that they have gone too far. Because the supply of pounds 
¢ from the purchase of United States goods declines, it must be 
‘ ted by imports of gold. If we continue to think of England as 
adjustments to gold flows, the proper corrective for the gold 
oe is income inflation in England. Such an inflation has the impor- 
* ect of reducing British exports. A general increase in the demand 
2 lucts in England increases the income of those producing for 
r nestic sale. British export industries, because their incomes are di- 
tly dependent upon the United States market, fail to share in the 
P lationary rise in British incomes. They are thus placed in a less favor- 
dt position to compete with other British industries for resources. The 
“ © I ill, for example, points out this possibility (which he regards as exceptional). 
iglis la pp. 357, 332-33. 


t J. A \dler, “United States Import Demand During the Inter-War Period,”’ Am. Econ. 
XXXV, No. 3 (June, 1945), pp. 418-30; The U. S. Department of Commerce, The 


n the World Economy (Washington, 1943), p. 15. 
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of British exports. 

When there is complete adjustment to gold flows, if trade is to declin; 
on both sides, the British demand for United States products must hay; 
an elasticity of more than one. As already noted, if English demang 
have an elasticity of one, English exports remain unaffected by the tay 
[f their demands have an elasticity of less than one, British exports er. 
pand as compared with pretax levels. In all cases, however, Unite; 
States exports decline because the supply of dollars reaching Unite; 
States exporters through the foreign exchange market is reduced. On) 
where the English demand elasticity is more than one do British exports 
fall, and it follows that only in this case is a general and uniform tay 
upon imports functioning as a protectionistic measure when interna 
monetary adjustments are sufficient to stop gold flows. 

Whatever the elasticity of the British demand for imports, Unit 
States export industry resource owners bear the tax in the form of ar 
duction in money incomes. They force the owners of those resour 
with which they effectively compete to share part of this burden wit 
them. They cannot shift it to United States consumers. They hav 
means of accomplishing this result. Nor can they in any way force t 
burden upon foreigners—producer or consumers. These resource ow! 
are forced to assume what burden of the tax is not taken by their gover: 
ment. Since the government pays all of its own tax only when gold fi 
equal the tax yield, it is clear that private resource owners will bear 
most of the tax. 

The analysis thus far has been developed with the assumption that 
all the adjusting to gold flows is made in England. This assumpt 
happens to be convenient to show in a definite way the workings of t 
tax upon the United States economy. The conclusions concerning ta 
burden and the changes which taxes make in the volume of imports 
exports can be developed by assuming that the English economy is 
stable and the United States economy does all the adjusting to ¢ 
flows. In this event, for example, the adjustment necessary for 
United States to stop the gold inflow is a monetary policy design 
achieve income inflation in the United States. If such a policy is 
ful, United States exporters are placed in the position of not sharing 1 
the inflation. Since their gross value product is determined by Engi: 
demands at the fixed exchange rate, the increase in the demands 
other domestically produced output leaves United States exporters ' 
no greater dollar income in a setting of rising incomes. They bea: 
tax by failing to receive as large an increase in their money income: 
they would receive with inflation but without any tax upon im] 
[heir adjustment to this position, namely reducing output for s 


shifting of resources to production for domestic sale reduces the volym, 
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| and increasing output for sale in the United States, will force 
ome receivers with whom they compete to take a smaller in- 


ome as compared with what they would have received with 
lation in the absence of the tax. 

ges in trade volume are also of the same character if it is 
that all adjustments are made in the United States. If re- 
United States export industries are immobile, their owners 
omic power to share in the income inflation. In such a case, 
s exports remain unchanged. British exporters, on the other 
igh initially injured by the tax, find the United States infla- 
thing. It increases the demand for their products and they 
tion back to levels prevailing before the tax. In this case, 

; neither the terms of trade nor the volume of trade. 
| States exporters shift away from exporting, United States 
- and their pound prices rise. If the English spend a con- 
r of pounds upon imports, the supply of pounds in the for- 
market from this source remains constant and the infla- 
United States, once it stops the gold inflow started by the 
stable result. British export industries will merely be pulled 
ir original pretax status. United States imports will be the 
ime as before the tax, and United States exports will be 
he British spend more pounds upon United States products 
me declines, the inflation in the United States must proceed 
fore gold inflows are stopped. The United States inflation 
ports from the British than before the tax, and the real 
- are substantially improved for the United States. If the 
wer pounds for United States products as United States 
e, the inflation in the United States need proceed less far 
)ther circumstances. In this event, an inflation in the United 
t succeed in restoring imports from Britain to the volume 
tax. Trade will decline on both sides and the duties have 


tionistic”’ results. 
import taxes with fixed exchanges can be analyzed by sup- 
ch country does some adjusting to gold flows, the typical 
f classical gold-flow analysis. With this assumption, the re- 
bination of the cases already considered, and the effects 
pon the volume of trade and the incidence of the tax are the 


- analysis has been limited to two countries, an assump- 


1y now be dropped with a view of reaching conclusions 
vhen any number of countries take part in international 
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One of the characteristics of multilateral, as distinct from bilater, 
trade is the lack of balance on payment account between pairs of coy; 


tries. It is not necessary, for example, for England to obtain dollars 


stles of goods, securities, or by receipt of income in the United Sta; 
just equal to the pound receipts of Americans in England when ther 
multilateral trade. The English may obtain dollars indirectly by sellj; 


goods in Argentina or any other foreign country. For the purposes 


determining the burden and effects of import duties, an extreme ; 


ample of three-cornered trade is more apt to be revealing than any ot 
If our theory holds for three-cornered trade, it is reasonable to supy 
that it holds for all degrees of lack of balance between pairs of countr 
For this purpose three countries are as good as any number an 
simpler to analyze. Suppose the following facts: United States ex; 
only to France, France exports only to England, and England ex; 
only to the United States. Starting with a setting of fixed exchanges 
no gold flows, the United States is assumed to levy a uniform tax 
mports, which in this illustration, consist only of British pro 
This curtails the British supply of dollars from trade since the tax 1 
some dollars away from the foreign exchange market. The Britis! 
be expected to curtail their exports and hence United States import 
cline. The tax in no direct way affects United States sales in Fra: 
French sales in Britain. The British must, with fixed exchanges 
gold to the United States to acquire dollars. 

If neither the United States nor England adjusts to this siti 
gold continues to flow to the United States and the United States T: 
pays its own tax by providing the dollars which become 
revenuefrom import duties. France is not affected in this event by | 
States taxes at all, because it does not sell to the United States. \ 

England adjusts internally by deflating, the international effect 
action is to reduce the supply of pounds which French sellers 
from the British market. They may, on this account, be exp: 
curtail their exports to Britain. France takes the place of Engla 
shipping gold to the United States provided England deflates far e1 
to correct its adverse trade balance. If the French do nothing, ar 
is no inflation in the United States, gold continues to flow to the | 

the United States Treasury continues to pay its ow! 

| from France. But if France also deflates to stcp its g 
this action will now directly affect the United States export i 
because their income position depends directly upon French de: 


States and 


buving gol 


United States exporters therefore begin bearing the tax and bea 
tirely if the French reduce the volume of francs United States ex; 
obtain by an amount equal to the yield of United States duties 


fixed exchange rate. If United States exporters simply take this | 
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me without reducing their trade, possibly because France is 

- best market and because resources employed in the export in- 

immobile, the net effects of the United States import duties, 

ish deflation, and the French deflation will be to restore trade 

tax levels. The British deflation, although it reduces French im- 

ilates British exports by placing British export industries in 

vely better position to compete for resources in England. The 

leflation offsets the decline of its exports to England (resulting 

English deflation) by improving the position of its export in- 

; relative to other industries. The French deflation also reduces 

| for United States products, but if United States exporters 

ke this reduction in their earnings, there is no change in United 

rts. The character and volume of the three-cornered trade 

mains unaffected by United States duties. This conclusion 

ay trade is the same found for two-way trade. With full ad- 

t to gold flows, import duties have no effects if the exports of 
y levying duties do not decline. 

y, to be sure, that United States exporters would in fact cur- 

to France under the impact of a loss of earnings because of the 

the United States Treasury. In this event the French may 

re, or the same amount of francs upon United States prod- 

spend the same amount, the adjustment in trade stops here. 

eed for the French either to ship (or receive) gold or to 

ir exports to England. The reduction in French imports from 

| States leaves them, from the point of view of their foreign 

‘elations, in the same position as in the case when United 

rters do not curtail sales in France. In real terms, to be sure, 

ire made worse off. Yet the real position of the British is left 

| by United States taxes. They continue to ship the same vol- 

cts to the United States as before the tax and do not re- 

wer imports from France. The French take all the real loss 


ng from the impact of United States duties. 


French demands for imports are inelastic, 7.e., if they spend 
s for fewer United States products, their foreign exchange 
rsened, and they must ship gold to England and the United 

iset the fact that they have increased the supply of francs in 
market by their purchases of United States products with- 
ising their command of foreign exchange by trade. If they de- 
stop the gold outflow, the effect of their action is to reduce the 
{ United States exporters to sell in France even more. There 

| States exports may be expected to fall further. On the other 
French deflation improves the position of its export industries 

; them an incentive to expand, and this means an increase in 
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British imports. Confronted by larger supplies of French produc; 


English purchasers may spend the same number of pounds, 
pounds, or fewer pounds for them, depending upon the elasticity of t! 
demands for French goods. How British buyers happen to ‘tae ve 
termines Britain’s foreign exchange position and the redistributio; 
the gains from trade among the three countries. 

If the British demand for French products has an elasticity of 1 


the increase in the supply of French products will not change t} 


amount of pounds paid for them and will not change the amount 
pounds offered for exchange in the foreign exchange market as a res 
of commodity trade. Thus, with inelastic French demands for U; 


States products accompanied by the French deflation, the British a 


not called upon to make any further adjustments. They will not, in t 


case, expand their exports to the United States. The effects of Unit 


States import duties with three-cornered trade, when France’s dema: 
for United States products are inelastic and British demands for Fr 
products have an elasticity of unity, are, therefore, as follow 


United States gains by employing fewer resources to produce exports 
without receiving any fewer imports; France loses by receiving fewer ir 


ports and devoting more resources to the production of exports; Ei 
gains by receiving more imports and devoting the same quantity 
sources to the production of exports. United States import duties, t! 
fore, do not in this case merely shift the gains from trade in favor 
United States; they also redistribute the gains away from the « 
to which the United States exports (France) in favor of the country 
which it imports (England) 

If the British demand for French products is inelastic, 7.e., 
sritish spend fewer pounds for the greater supply of French pro 
the supply of pounds in the foreign exchange market declines ; 
maintain fixed exchange rates between all three monetary units, | 
and the United States must acquire pounds by gold shipment 
england. If England corrects its favorable trade balance by 
ac ae designed to inflate British incomes, this action places its ¢ 
industries in a more difficult position to compete for resources 
deahiceen ducing for the British domestic market. An English i: 
increases the gross receipts of non-exporting English firms at 
makes it profitable for them to bid away resources from the Englis! 
port firms. Because of this, English — rts to the United States 1 
expected to fall. On the import side, England’s inflation pr IIs 1 


products from France because the E nglish market is made relative 


profitable than the French domestic market. The net result of Unit 


States import duties under these conditions is, therefore, as folloy 
United States gains in real terms by employing fewer resources t 
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xport but it loses by receiving fewer products from England. 


+ 


ec 


tely loses by receiving fewer products from the United 
exporting more to England. England definitely gains by 


re imports and shipping fewer exports. Thus, United States 


act mainly to shift the gains of trade from the country to 
in favor of the country from which it buys. 


nglish demand elasticity for French products is greater than 
f the English spend more pounds upon more French products, 


st now lose gold. The supply of pounds is increased and this 


iller deflation in France to meet its adverse trade balance 
England to correct its adverse trade balance. This 


will absolutely increase United States imports over pretax 


ake the prices of United States imports lower than they 


re were no import duties. The United States now gains 
ss and importing more.The French lose but by a sm: 

the case where the British demand elasticity for t 
re than one. They receive fewer imports and send more 


17 
LileT 
I 


ir 


nd, on the other hand, receives somewhat more imports, 


ist ship more exports to the United States. 


cases we may note that France always loses, but the gains 
d either by third countries or by the country imposing the 


g upon the character of the third country’s demand for 


‘respondingly, the prices of taxed imports in the United 


relatively lower, relatively higher, or the same as in the 
ties. In any case, with full adjustment United States ex- 
ers of competitive resources) assume the entire tax bur- 
ne they fail to get is offset by the revenue gains of the 
tax incidence is, in other words, independent of the dis- 

e gains and losses from trade among countries. 
lso assume that the French demand elasticity is more than 


+ 


he consequences for each possible demand elasticity on 


ie British. For the sake of brevity, it may be appropriate 


marize the conclusions reached with full internal mone- 
in each of these cases, as follows: If the French de 
ty for United States products is more than one, and the 
| elasticity for French products is unity, French exports 
English imports decline and their exports are un 
| States exports decline and its imports are unchanged. 
import taxes leave the prices of United States imports, 
er United States product prices, unchanged. If the British 
ity for French products is less than one, French imports 
line, English imports decline and their exports increas 
imports increase and its exports decline. In this case, the 
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prices of United States imports decline as compared with their pretay 
status. If the British demand elasticity for French products is more thay 
one, French imports and exports decline, English imports and export; 
decline, United States imports and exports decline. Thus, only when the 
demand elasticity of each country for the exports of the other is greate; 
than unity do import duties imposed by one country result in reducing 
trade among all countries. This conclusion, it should be remembered 
holds only if there are sufficient internal adjustments to stop gold flows 
If there is insufficient monetary adjustment, duties levied by a counir 
act as a magnet for gold and the burden of the import duties is assumed 
wholly or in part by its own government. 
VI 

The theory of the incidence and effects of import duties set forth jy 
the foregoing pages cannot pretend to provide a complete explanation 
present or past import taxes in the United States or in other countries 
We have confined our analysis to the case of uniform ad valorem taxes, 
assumption admittedly not in accord with the facts. Actual tariff sch 
ules typically consist of a great variety of rates with complicated classifi 
cations of commodities. Of what significance, it may be asked, has 
theory developed on the assumption of uniform ad valorem rates for th: 
explanation of the incidence and effects of the selective treatment 
imports found in actual import tax procedure? Without attempting a 
comprehensive explanation of non-uniform rate schedules, we may ! 
some of the implications of the theory for such circumstances. 

Non-uniform rates upon imports will, to the extent that the ta 
yield a revenue, reduce the supply of foreign exchange of the country 
levying the tax and induce a flow of gold (or other internationa! money 
In this respect, non-uniform tariff schedules act in the same manner as 
uniform schedules. But, in addition, a non-uniform schedule ha 
marked selective effect upon imports. In the absence of monetary 4 
justments to gold flows (complete gold sterilization), imports subject t 
high rates may be excluded altogether whereas imports on the free | 
are unaflected. Non-uniform rates, in other words, change the comp 
sition of imports. 

The degree of change in the composition of imports depends, among 
other things, upon the extent to which the countries concerned adjus' 
their monetary behavior to the presence of import taxes. It is not ditt 
cult to see why items subject to high rates may not succeed in scaling 
the tariff wall. It is this fact which is one of the main reasons for regat- 
ing duties as “protective.” But what has not always been noticed is ho" 
discriminating tariffs are apt to promote the importation of exem! 
imports, provided the taxes levied upon the highly taxed imports are 10! 
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ch as to exclude their entry. For example, if with two countries 
» certain classes of imports are taxed at high rates and the re- 
r are placed upon the “‘free-list,” the immediate consequences 
nly to curtail the importation of the highly taxed items and 
the untaxed imports unaffected. But as long as the duties have a 

a wield ld must be imported so as to maintain fixed exchanges until 
“Sa such time as there is deflation in the gold-losing country or inflation in 
bered country imposing the duties. If the gold-losing country adjusts by de- 
flows x, this action helps all of its export industries because they are 
as a relatively better position at home to compete for resources. 
[his adjustment improves the position of the producers of highly taxed 
s compared to their status immediately after taxes are imposed, 
inlikely to return them to the position they enjoyed prior to 
[-xporters of items which are tax-free, however, lose nothing 

tax in the first instance and the process of deflation creates a 
Hon ot setting where they have an incentive to sell even more abroad than 
[hey are positively benefited by the fact that another country 

“oe hooses to place taxes upon commodities other than those they sell. This 
| gain arises at the expense of the producers of heavily taxed 


Dretax 
e than 
xports 


en the 


sume 


In the taxing country, the reduction in the supply of heavily taxed 
ue mports and the increase in the supply of lightly taxed or exempt im- 
s accompanied by a rise in the prices of the first group and a fall 
=" n the prices of the second. This occasions some redistribution of the real 
' economic activity in favor of the users of imports which are 

taxed. In addition to this composition effect, non-uniform rates 
ties may be accompanied by an expansion or contraction of im- 

s a whole, following the same line of reasoning employed with 


rates. 
protective action of non-uniform schedules of import taxes is par- 
marked in cases where tariff schedules provide heavy duties for 
mmodities which are deemed competitive with domestic pro- 
| low or zero duties upon “raw materials.’’ Roughly speaking, 
ent United States tariff rates are of this character. Foreign- 
d items such as highly fabricated articles are, in general, subject 
gh rates whereas raw materials (with many exceptions) are taxed at 
‘ates or not at all. With full adjustments to gold flows, such a pat- 
rates has a double-barrelled action. Imports of manufactured 
irtailed and this provides a more favorable domestic market 
mestic producers of commodities which are substitutes for such 
rts and hence ‘protects’ the domestic market. If domestic pro- 
' such products use imported raw materials in some measure, 

IV 
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the low rates on such imports and the selective effect of the tariff lowe, 
the domestic prices of these commodities. To the extent that the: 
prices constitute a part of costs, the profitability of the producti 
items using imported raw materials is increased. Thus protecti 
offered both by increasing the demand for products which are sy 
tutes for imports and by reducing the costs of producing them, t 
extent that their production requires the use of imported raw materia 
On the other hand, those producers of products which are substitutes {y; 
low-taxed or exempt imports are exposed to more competition fron 
“protective” tariff and are made worse off in terms of income thar 
would be with no tariff at all. 

[he incidence of import duties levied at varying rates is in ger 
the same as that of duties at uniform rates. In either case, United Sta; 
duties remove dollars from the foreign exchange market, which m 
offset either by a purchase of gold by the United States Treasury or 
change in the trade balance itself. If the trade balance adjusts, U: 
States exporters experience a reduced demand for their products al 
relative to the demands for the products of other domestic indust 
If the exporters are in a position to protect themselves, they move 
the export field, increase the produc tion of commodities for do! 


sale, reduce the prices of these commodities, and therefore fo 


sources el! 


gaged in the production of such commodities to accept 


money earnings. Exporters and owners of the resources with who! 
compete for money income are always found to be bearing import t 
to the extent that their government does not, regardless of the c! 

of the rate schedule employed to tax imports. 

In view of the complexity of actual tariff schedules emp! 
governments the temptation is strong, when “realistic’”’ results 
sired, to study each class of import by itself and reach conclus! 
cerning the incidence of import taxes on this basis. This app 
almost certain to suggest that import taxes are borne (partly or w 
by domestic buyers of taxed imports or by foreign producers of pr 
subject to import duties. Although detailed information about part 


imports is highly desirable, it is a mistake, I believe, to assume that 
approat h can give a proper explanation of the incidence or ett 


analysis, in the field of import taxes, does 


import taxes. Partia 
merely partial, 7.e., incomplete, answers: it is likely to give wrong 4 
swers. If the argument developed here is correct, the determi 


what people bear import taxes and the allocation effects of import 
can be discovered only by an analysis of the economy as a whol 
impact of import taxes upon the constituents of the balanc 

ments must be the point of departure for the determination of th 


ence and effects of such taxes. 
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COMMUNICATIONS 


The Role of Selective Credit Control in Monetary Management 


tion of the expiration of temporary war emergency powers to 


mer credit, the Board of Governors of the Federal Reserve 
juested that the Congress grant the Board direct statutory 


ontinue to exercise this power.' This request suggests that an 


ide of the usefulness of such powers in monetary manage 
r credit control and margin control are termed selective 
yy the Reserve authorities because these devices are directed 
es of borrowed funds.? The term qualitative credit control 
ised in much the same sense.’ This paper is therefore to be 
ote to a substantial body of discussion. The long-standing 
relative merits of qualitative and quantitative credit con- 
ist be understood to lie behind the present discussion of 
control.* The purpose of this paper is to re-examine the posi- 
ve credit control devices in the apparatus of monetary con- 
of the role of selective credit controls must be based on 

r view as to the ultimate reason for the existence of a central 
tion as to whether or not consumer credit control and other 
ntrols should be exercised by the Federal Reserve authori- 


There can be no doubt that the twelve Federa 
-ordinating machinery represented by the Board of Gover- 
pen Market Committee constitute a central bank. Certain 


1 


ry activity also have a central banking character and are 


what purpose one sees in the existence of the Federal 
| Reserve 


perfectly co-ordinated with Federal Reserve operations. It 

ing that better co-ordination must be somehow accom- 

ntial of monetary management is to be realized. One 
mining the raison d’étre of central banking 


respecting statutory authority has been explained by Chairman 


powers are contained in Executive Order No. 8843 (Aug. 9, 1941 
re to see the power to regulate consumer credit extenced and vested ina 
elf has expressed a disinclination to ‘“‘taking on this additional load.’ 
n, Vol. XXXIT (1946), p. 1234. For the Board’s statement, see Thirty 

f the Board of Governors of the Federal Reserve System (1945), pp. 24-25 


Report if the B urd of Governors of the Federal Reserve System 1943 


f the controversy will be found in the Mints study. Hence no attempt 


the position of the disputants 
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The machinery of central banking has been created, perhaps in part un- 
intentionally, in order to make the volume of the means of payment a man- 
ageable variable. Liabilities of banks, either in the form of bank notes or 
deposits transferable by check, have become the predominant form of 
money in the modern economy. In the absence of a central bank the volume 
of such liabilities may behave in an awkward fashion. The national bank- 
ing system demonstrated in repeated panics that a rigid supply of money 
results in serious difficulties. Some means must be at hand for releasing cash 
into the economy on occasion. Only in that way can a general movement 
from other assets into cash be permitted. Usually a moderate release of cas! 
will serve to satisfy the demand, but under some circumstances very large 
amounts are needed. Obviously any holder of free funds could perform this 
function.® But a wider view of central banking than the mere prevention of 
panics has come to be accepted. Varying the volume of the means of pay- 
ment is a powerful device for controlling the level of economic activity 
Although there is not general agreement as to the proper occasions or thy 
proper criteria for increasing and decreasing the aggregate money supply 
almost every one agrees that discretionary management of money should 
be practiced.® 

Control of the aggregate of deposits is possible because commercial bank- 
ing institutions are obliged to maintain specified reserves, usually in the 
form of deposits with the central bank, in proportion to deposit liabilities 
The Federal Reserve authorities have a number of means of varying th 
total amount of reserve balances held by commercial banks and may aiso 
vary reserve ratios within a specified range. This relatively simple apparatus 
permits substantial if not complete and precise management of the volum 
of dollars in aggregate cash balances. Implementation of monetary contr 
entails creating means by which the aggregate deposit liabilities of member 
banks may be altered. This aspect of the matter brings one face to face wi 
the dual character of banks which operate both as capital suppliers and 
money creators. At least as early as Ricardo, this dualism was clearly re: 
nized.’ Monetary control, therefore, must be implemented through operat 
ing on the lending activities of both the central bank and the commerci 
banks. If the money supply is to be expanded there must be more lending 
at both levels, and if there is to be contraction, there must be less lending 


° Cf. C. O. Hardy, Credit Policies of the Federal Reserve System (Washington, The Bro 
Institution, 1932), pp. 30-31. To the extent that idle funds exist in the economy the posit 
the central bank is weakened, particularly if balance holders tend to release cash when the 
tral bank is applying a restraining influence or vice versa. Autonomous velocity changes art 


questionably troublesome, for as monetary theory recognizes, money outlays may chang 


without a change in cash balances. 

6 The gold standard case is no exception. Even under it the central bank is supposed t 
vide by management much of the automatic character of this system. 

? Ricardo in 1834 gave a very clear statement of the dualism in his “Plan for the Esta! 
ment of a National Bank.” For a recent appraisal of the significance of this dualism, see L. ! 
Watkins, Commercial Banking Reform in the United States, Michigan Bus. Stud., Vol. 1 
(1938), pp. 13-25. 


’ The term lending is used here in a broad sense to cover acquiring of assets either throug 
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mmediate governing factor is the volume of member-bank réserves, 
ne may regard the variable reserve ratio as primarily a means of con- 
the volume of excess reserves, since that has been its impact under 
nce with it to date. There are many aspects in which this control 
nism works without great precision, but these must be passed over in 
nterests of brevity. 

fact that the central bank is a lender must not be permitted to ob- 
re the important truth that this activity is incidental to the main pur- 
of the central bank. By lending more or less it can exert a powerful 
nce on the money supply. There are other variables, however, such as 
yvements and currency movements, which must also be managed or 
Similarly, commercial banks are lenders, and their lending activities 
re incidental to the basic purpose of achieving appropriate changes in 
mey supply. In many respects it is unfortunate that the monetary 
tus is combined with the capital funds supplying apparatus, but that 
allow confusion to arise as to which is of basic importance. The 
er is further complicated by the practice of having the central bank ad- 
substantial body of administrative law. This function has little 
central banking in its essential purpose. Were control of the 
transactions of banks the significant matter, an agency similar to 
ng department of our state governments would suffice. It is not 
nk supervision is not of importance in keeping banks solvent and 
it they are efficiently operated; the point is that such matters are 

ther plane entirely. 
espite general acceptance of the views set forth above, one finds that a 
deal of attention has been given to the types of loans that central 
ks and commercial banks may appropriately make. In part this is ex- 
by the many business failures that have occurred among institu- 
inced in large part by depositor type liabilities. The necessity of 
ng the assets of such institutions to a type whose value is reasonably 
is been recognized with the result that an elaborate apparatus of 
ontrol has been created to assure the solvency of banks of deposit. 
‘t, also, concern with bank assets is explainable in terms of the rather 
public acceptance of the real bills doctrine, the weaknesses of which 
been sufficiently exposed so that no serious thought need be given 
set of rules for conducting bank operations.® Finally, concern with 
ts is explainable in terms of a view that economic activity may be 
d by bringing under control the rate of money outlay. Since out- 
re made in part with borrowed funds, and since banks are lenders, 
of the lending activities of banks will allow outlays to be regu- 
(hese three explanatory factors seem to account for the tendency 


insactions or through purchase and sale of open market instruments, such as 
nt securities. Although the discussion here runs in terms of lending, the general argu 
es to purchase and sale of investment securities. 

the real bills doctrine neither assures bank solvency nor appropriate behavior 


ney supply. For a recent synthesis of views, see L. W. Mints, op. cit., especially Chap. 
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to impose controls of one sort or another on the type of loans to be made 
by central and commercial banks. Maintenance of the solvency of banks 
of deposit is an inescapable requirement. Early abandonment of t] 
regulatory activity should certainly not be urged. Restricting banks | 
real bills type of assets has no sound theoretical basis, but a full repudiatio; 
of banking school doctrines has not yet been achieved. The final strand | 
the argument that lenders should be constrained from making certain types 
of loans at certain times has not yet reached full theoretical development 
It is that aspect of the matter which will be explored here. 
lective credit controls cannot accomplish much in the direction of cor 
trolling the extent to which banks utilize their reserves. Ii only a few of t 
irge number of outlets for bank funds are regulated, banks will expand 
other directions. If stock market and consumer credit loans are restrict 
other types of loans as well as investments will be available. The usefulnes 


of selective credit controls must be found mainly in other aspects of t 
Impact on eco! omi processes. 

Allocation of productive services in the economy is accomplished 
money outlays, the funds for which are derived in part in the credit mark 
Institutions which make loans therefore occupy a strategic position. T} 
allocations of funds are in part determined by price (money rates), but the 
is a substantial degree of market imperfection in credit transactions. Larg 
elements of capital rationing characterize the credit market. Borrowers o 
tain funds by negotiating with lenders who grant or deny accommodatio 
on many considerations in addition to price.'!° Commercial banks’ lend 
activities are characterized by rationing practices. Central banks also « 
ploy similar devices, in large part because they are operated by bankers 
ipply customary business norms and practices. The central bank must 
times apply effective means of stopping the drain of funds imposed upor 

nd rationing is unquestionably an effective means. The Bank of En 

frequently has resorted to rationing, popularly known as “the turn of 
screw.”’ Rationing is a necessary part of the apparatus of controllir 

money supply since control of lending is the means to that end. 

The Federal Reserve authorities have made extensive use of ratior 
techniques. The Federal Reserve System began operations in a climat 
opinion which involved substantial adherence to theories of the bank 

hool. Note issue and rediscounting were tied together for the purpos 
providing elasticity, the underlying source of which was to be self-li 
r trade paper. Paper eligible for rediscount was carefully defined wit 


tor 


result that bank funds were rationed to the commercial loan set 
credit market. Moreover, the Reserve banks in dealing with member 

ndertook to distinguish between paper that was “eligible” and that w 
table.””’ Although World War I brought a significant mod 


on of the meaning of eligible paper by allowing paper based on go\ 


} \< 


ment securities to be treated on equal terms with trade paper, the eff 
nerely to widen the sector into which funds might flow. Probably o 


Cf. A. G. Hart, Anticipations, Uncertainty and Dynamic Planning (Chicago, U1 
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rs of the credit market were not seriously starved of funds by these 
ices, but some effect must have been felt. During the decade of the 
20’s, the Reserve authorities emphasized that funds should be used for 
luctive’’ purposes. The stock market boom severely tested this ration- 
in. Only partial success was achieved in keeping funds from flowing 
igh the securities trading channel of the credit market." 
gislative changes in the early 1930’s strengthened the powers of the 
rve authorities respecting the use of credit in stock market speculation. 
ber banks were made subject to severe penalties for undue use of 
n speculation. In short, the Reserve authorities were placed in posi- 
to undertake genuinely effective rationing, even to the point of denying 
modation to recalcitrant member banks. In connection with the crea- 
1934 of public control machinery for the securities markets, the Re- 
Board was empowered to set margin requirements, so that brokers 
rokers’ customers may now even be rationed out of the credit market 
as they were during the greater part of 1946. Except for this 
the rationing power has been used merely to limit the amount that 
t be borrowed by a broker or a broker’s customer to a stated percent- 
1 given asset. 
gh the Reserve authorities have long used the eligible paper con- 
nd moral suasion to control the use of member bank funds, and thus 
m funds in the credit market, one should observe that under margin 
y have been authorized to ration the funds of lenders who, unlike 
mber banks, do not have access to borrowing at the Federal Reserve 
\lthough brokers secure their borrowed funds mainly from banks, 
having been closed to “‘loans for others,” the point that the central 
s engaged in a rationing action not directly related to monetary man- 
t should not be overlooked. 
‘tension of this principle is embodied in consumer credit control. 
tive buyers of consumers’ goods are restricted as to the amount of 
at they may borrow and as to the period of availability of the funds. 
s a rationing action not directly related to monetary manage- 


possible interpretations may be made of granting power to the cen- 
to ration funds of lenders who do not have direct access to the 
bank. One is that lenders will, unless checked, make available too 
ock of funds. The other is that, by controlling all lenders, commer 
ill be brought under control with the result that the volume ot 
inds will not be swollen by bank credit expansion. 
\s to stock market credit, there seems to be general agreement that the 
lor ol the prices of securities should not be a responsibility of the cen- 
here is, however, some agreement that a speculative fever gen- 


O. Hardy, op. cit., pp. 140-47. 
tails of margin regulation are not set forth here since concern is less with the use 
ver than with the nature of power 


rm which consumer credit control has taken will not be examined here. 
, the point at issue is the existence of power 


Voc 
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erated in the securities market may spread to other sectors of the econom, 
and that, therefore, it may not be out of keeping with the central bank 
mission to use its powers to discourage such booms." Another consideratio; 
is that a stock market boom may result in loading-up the commercial bank; 
with a mass of volatile assets in the form of security loans, the subsequer 
repayment of which may induce monetary deflation. After 1929, for ex 
ple, bank deposits contracted in part for this reason.” 

As to consumer credit control, the same two considerations apply 
boom in consumer goods purchases may induce booms in other sectors of 
economy. Also, since consumers borrow in part directly from banks and 
part from other lenders, who in turn borrow from banks, a boom in «| 
sumer goods purchases may lodge volatile assets in the banks. 

The volatile assets argument has meaning only if it is assumed t 
banks obtain more reserves and expand deposits on the upswing and red 
reserves and contract deposits on the downswing. If they simply absorb a 
then disgorge these volatile assets without an overall expansion and 
traction of the money supply, there is little to be concerned about. The 
tagion of booms argument is not of great force either, unless it can be s! 
that economic fluctuations are basically psychological phenomena. In 
event, the central bank has strayed somewhat from its purpose whe 
becomes concerned with such matters. If it is careful to see that these bo 
are not fed with monetary fuel manufactured by itself, it has dischars 
its full responsibility. This view is not that of the Reserve Board, w! 
seems to subscribe to the position that the central bank should contro 
availability of funds to certain classes of borrowers in order to prevent 
tain types of outlays from becoming ‘“‘excessive.”” The Reserve Board n 
therefore, be said to be motivated, in part, by the third consideration 
cussed above. Credit policy is thus interpreted to mean regulation of len 
itself and not merely regulation of lending in order to accomplish monet 
management.”® 

Selective credit control has taken on new importance in the chang 
vironment of the monetary world resulting from the absorption of 
amounts of government securities by the commercial banks and the c 
bank. Control of the reserve position of member banks by the use of 
market operations, the discount rate, and the variable reserve ratio « 
be undertaken if the Reserve authorities are also committed to a po 
supporting the level and pattern of rates on government securities 
policy, embarked on early in the war, has continued down to the pres 

e, and no indication has yet been given that its early abandonme 
contemplated. 

f. Har p. cit., pp. 175-78. See also Thirtieth Annual Report of the Board of G 
f the Federal Reserve System (1943), p. 23. 
Cf. L. B. Currie, The Supply and Control of Money in the United States (Cambridg 


vard Univ. Press, 1934), pp. 58-59. 


* [bid., Chap. V. Inrecent years the Board has laid emphasis on monetary managem« 
I to stress the necessity of controlling borrowing transactions not involvir 
ation. See, for example, Thirty-second Annual Report of the Board of Governors of ! 


1045\ nn 
pp. 22-2 
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During the war years the Reserve authorities took the position that se- 


} 
credit control had a significant function in preventing inflation." 
importance attached to such devices is modified by recent emphasis 
n controlling the volume of the means of payment.'® Selective credit con- 
re, however, to be continued in use. 


Lurning t 


o the question of the effects of applying selective credit controls 
economy, one finds in this type of regulatory device certain implica- 
; of broad significance. Selective credit controls operate to some degree 
t the total volume of credit transactions. Certain prospective bor- 
‘s are granted less funds than they would like to obtain. Others are 
| funds entirely. Unless large loopholes in the regulations exist, alter- 
e sources of borrowing are not available. This may result in less de- 
t expansion and hence serve to hold down the rate of monetary expan- 
iy also oblige noncommercial bank lenders to build up their cash 
bove the desired level, assuming that alternative outlets for in- 
ent do not exist. 
ns of controlling bank deposit expansion, selective credit control 
cumbersome method. Commercial banks do not have a mo- 
any type of lending and therefore other lenders, as well as banks 
be brought within the scope of the controls if banks are to be regulated. 
irly apparent in the case of consumer credit control which en- 
ses a very large number of business establishments. The area of 
ontrol is less extensive, but is still large in terms of the number of 
to conform to administrative orders. As monetary control 
credit controls have many obvious drawbacks. They cer- 
complish control of the supply of money with the same 
exactness as the relatively simple reserves-reserve ratio apparatus. 


++ 


to be 


ve control over the money supply would entail so large a 
e of regulatory activity as to raise seriously the question of the desir- 
‘f nationalizing the lending function throughout the economy. Ob- 
egree of intervention is unthinkable under present conditions. 
irea of selective controls is confined to a few types of loans 
it banks will be restricted in expanding their total earning 


f selective controls became general over all areas could there 


lepressing effect on bank lending. 

her hand, if monetary management is conceived of as encom- 
control of the aggregate number of dollars, but also the 
e holders, selective credit control can obviously exert 
rce over the type and amount of money out! for as was 
‘rowed funds are used in part by spenders. The Reserve 
s have prevented funds from getting into the hands of persons who 
ve spent them for purposes which have not been regarded as ap- 
rth he Thirtieth Annual Report of the Board of Governors of the Federal 

194 pp. 10, 22-25. At one poir e Board seems say that monetar 
nmnud Kehort the G the Federal Re lem 


= 
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propriate. Eligible paper standards encouraged banks to make trade loans 
nd, after 1917, also to acquire government securities. This must have 


tended to divert funds from alternative uses. Margin control has prob- 
ably discouraged purchasing of securities. Consumer credit control |} 
probal 


ably discouraged the buying of consumers goods, or at least the bidding 
hem by certain potential buyers. The flow of funds through the credi 
irket has unquestionably been modified in some degree. 
lo the extent that modification of outlays resulted from the rationing 
factor represented in selective credit controls, this must have meant 


newhat different set of relative price relationships than would otherwis 
ive existed. For example, during 1946 security prices and consumer good 
rices were presumably lower than they otherwise would have been. If th 
were not, then the Federal Reserve authorities did a great deal of work a: 
endured much abuse to no purpose. 
lhe appropriateness of inducing relative price movements by the indir 
kings of a system of selective credit controls needs a more adequate d 
fense than has yet been advanced in any analysis that has come to the 
of the present writer.'* The malfunctioning of the economy is n 
likely to be greatly reduced by this indirect method of influencing pri 
itionships. Selective credit control is at best a very inefficient means 


controlling money outlays, for unless it is carried to the point of prohibiting 
entirely the use of borrowed funds the effect will be only to reduce somew! 
the volume of outlay with borrowed funds. Even if absolute prohibitior 


e decided policy, expenditure from current income and from cash | 
inces may still be excessive by the criteria of the controllers. 

Chere are unquestionably occasions on which the machinery of the cred 
market functions badly with the result that large amounts of loanable fu 
flow into certain uses which would be better served 
[his is an inescapable result of having a free-market 
which 1 


( 


by smaller amou 
money economy 
borrowing and lending is permitted. Comprehensive credit ratio 
f wisely administered, could unquestionably remedy that cause of econotr 
instability. There is, however, no reason to regard that sort of activit 


monetary management. Until the free-market economy has been de 


trated to be unworkable it would seem to be advisable to hold toa minin 
f governmental rationing of funds in the credit market. If that is on 

d to be required, the machinery for accomplishing it should not 
ymbined with the machinery for regulating the volume of the means 
iyment. Money creation and money lending are now combined becaust 
e accident of historical evolution. A rationalization of the financia 


society sl ould 


involve the separation of the functions. 


ve use of the powers of monetary management in their nar 


e of regulating the volume of the means of payment is not incons 
I not propose to undertake here the evaluation of price fixing under war con 
é be sure, some doubt as to whether or not the relative price fixing engaged ir 


ichieving the real goal of a war economy. Its defense must be or 
ely, for price fixing represents a denial of the use of relative price moveme! 


ces 


| 

= 
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e principles of a free-market economy. Although monetary manage- 
entails some operations in the credit market, at least as between co 
banks and the central bank, the central bank need not become a 
ant in business dealings throughout the economy. Its dealings with 
r banl 


cs can be largely impersonal and can be confined to a brief list 


cceptable to the central bank. This view of the proper role of 
nagement requires the use of a few simple credit control de 
quantitative type. Selective credit controls have no n¢ 


cessary 
ich a scheme of things. 


ybviously not in harmony with the 


teserve authorities. It is not partici 


irrent polic ies of tl 
lar] } 
ulariy | 


or the 


ielpful in pointing the 


Lil 

n escape from the present muddle. However, if it is correct, an ap- 

of it might have prevented the present situation from arising. 

t suggests that serious attention be given to resolving the problem 
ywwnership of variable value governt 


ment securities with the intent 
situation wherein traditional « control devices 
ized he 


juantitative 
the United States is now one i 


nt member banks from obtaining additio reserves to sup- 
generated by new lending. The way to more 1 


reserves is open 
he commitment made to support the prices of government se- 
if banks desire to expand, they cannot be restrained by central 


Selective credit control 


r th 


exercises a s t restraining f 


1e demands of potential borrowers for fund 


te for control via the reserve positio 


ion of member banks. 
p C. SIMMONS 
ent proposals, the certificate reserve plan appears to be the most feasible 
e Changed Environment of Monetary-Banking Policy,’ Am. Econ. Re 
CXVI, N May, 1946 , pp. 65 79 
ite prolessor ot econor S at Duke Uy { 


Pay-As-You-Go Corporate Taxes?’ 


ke collections under the present tax system more respon- 
the level of economic activity. a gro ip has proposed it 
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measure, proponents recommend t1 ion to tem 
xX payments in a year when den excessive. In this 
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ich an effective 
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porations may discharge their tax liabilities by making a single payment or 
quarterly payments in the year succeeding the one in which liabilities arise 
Under a current-payment system they would be required to make quarter; 
tax payments on the basis of the estimated tax liabilities arising in the cur- 
rent year. Instead of purchasing tax-anticipation notes (or other liquid se- 
curities) as tax liabilities accrued, corporations would be purchasing tay 
receipts. 

Because corporate earnings can fluctuate widely in any given year, end- 
year losses may wipe out early-year profits. If corporations based their 
quarterly declarations and payments on their part-year operations, over- 
declarations of income in the early part of the year could be made and over 
payments of tax result. A correction of these overpayments could not by 
made until the taxable year was closed and a refund made by the gover 
ment. Thus, there could be a larger cash drain on some corporations in years 
of losses under a current-payment system than under the present lagg 
system. It is now always possible to cash in liquid securities or tax-anticipa 
tion notes when too many have been purchased. 

To avoid such overpayments corporations would consistently understat 
their declarations and tax payments. The most that could then be hop 
for under a current system would be the requirement of a single payment 
at the close of the taxable year instead of quarterly tax payments through- 
out the succeeding year. This is virtually all that is required under the pres 
ent current-payment system for nonwithheld income. Recipients of su 
income have until January 15 to come within 20 per cent of their final t 
liabilities. 

On the other hand, underdeclarations of income and taxes could be 1 
duced by making tax receipts more negotiable through provision of quart 
erly tax refunds. But because it is virtually impossible to check quarter 
refund claims, they would have to be allowed automatically. The change t 
current tax payments would then merely substitute a liquid tax receipt f 
a liquid tax-anticipation note. Whenever a corporation needed funds 
could file a quarterly claim for tax refund. It would not seem sensible t 
through the mechanical complications of a quarterly tax-payment syste! 
to achieve this abortive result. 


Il. Transitional Impact of System 


Despite the doubts that an effective current-payment system can be d 
veloped, let us assume that one can. We may then ask the question: W 
will be the transitional impact of the plan, and on whom will it fall: 
under the present lagged system of tax payment, tax liabilities were f 
covered as they accrued through the purchase of government or other liq 
securities, doubling up tax payments would result only in the cancellat 
of these securities (substitution of tax receipts for liquid securities 
however, they were not fully covered, corporations would have to secu! 
funds somehow with which to make the additional tax payment. They migh' 


srt 


economize on cash by drawing it down, incur additional debt, or cu! 
debt repayment, none of which would have much anti-inflationary signi! 
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nce; curtail dividends, which would be mildly anti-inflationary; or reduce 
heduled outlays on production, which would be anti-inflationary if it re- 
iced the accumulation of inventories or depreciable assets. What reaction 
lividual corporations would have to the additional taxes would depend 
he alternatives open to them. 

\s a first step in the consideration of these alternatives we might investi- 
the extent to which tax liabilities have been covered through the pur- 
ise of government or other liquid securities, assuming the transition to 
system in 1947. Securities and Exchange Commission data for registered 
orations indicate that as of June 30, 1946, corporations held $7.4 billion 
irketable securities ($2.4 billion of U. S. tax and savings notes, $4.7 
m of other U. S. government securities, and $.4 billion of marketable 
ties) against $4.4 billion of tax and renegotiation accruals ($3.5 billion 
deral income taxes, $.8 billion for other taxes, and $.1 billion for rene- 
ition).* In an aggregative sense, the plan would amount merely to can- 

g tax liabilities and government securities. 
nderneath these aggregates, however, lie differences in ratios of liquid 
ties to tax liabilities. While the tax liabilities of some corporations 
be adequately covered, others may have theirs largely unfunded. A 
reakdown by size, though still an aggregate, can point up some of the 
is where this might be found. Using SEC data of manufacturing cor- 
ons as of June 30, 1946, classified by size of assets (as of the end of 
those with assets under $5 million held securities of $93 million against 
of $125 million, a ratio of .74; those with assets of $5 to $100 million 
$1.5 billion against $1.3 billion, a ratio 1.15; and those with assets of 


ears.* The ratio of marketable securities to tax liabilities increases with 
of corporation, though the extent to which tax liabilities are un- 
ded is less marked than in the SEC data. Although these data may be 
isly unrepresentative of the behavior of the universe of smaller cor- 
ns, they do indicate certain areas in which tax liabilities are not fully 
red by liquid securities.’ Thus, we conclude that it would be primarily 
iller corporation that would have to search elsewhere for the pro- 

th which to meet the additional tax payments. 
be that additional cash resources are available for this purpose.* 
ties and Exchange Commission, “Working Capital of 1186 Registered Companies, 

1939-June 1946,” November 4, 1946 


e, D. P. Warner, “Financial Developments in Manufacturing and Trade in 
erve Bull., December, 1945, and A. R. Koch and E. G. Stockwell, “The Postwar 

f Business,”’ Fed. Reserve Bull., December, 1946. Retail trade appears to be 
this generalization 


+ 


t here concerned with rather substantial differerces between industries. 


K ind Stockwell state: “In spite of the large increase in the working capital of small 
z enterprises during the past five years, however, the current ratio of these con 
vas still below that of large firms in the same industries ” Op. cit., p. 1342. They 


t the inverse relationship between size of business and percentage of cash and 
ties to sales in 1945, 


} million and over held $2.7 billion against $1.3 billion, a ratio of 2.08.3 
| r situation is indicated by Federal Reserve Board studies for the 
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wever, seem safer to assume that no portion of the cash balance 


iyment of taxes when tax liabilities were not fully covered by 


and marketable securities. By holding idle balances rather tha 
highly liquid government securities, the corporation would los 


can the small corporation squeeze much from dividends, sin 
w ratio of dividends to income. Outside funds f 


} 


ts would be less readily available than for the large corporati 


d, would ordinarily be more costly. They thus might be fore 
planned scale of output, reducing investment expenditures 


Ill. Effects of Normal Operation of System 


rations could borrow and lend without limit at the mark 


they could always secure the necessary funds to make 
ielding more than the market rate of interest. Under the pr 
of tax collections, the government in effect lends 1 
yne year’s taxes which it can use to replace private borrowins 
i lagged to a current system of tax payment would, under thes 
ns, increase private borrowing by the amount of one yé 
bilities would be unaffected.’ To exert counter-cyclical pr 
rate expt nditures it would, therefore, be necessary to increas 
te of interest or reduce the marginal efficiency of capi 
tes (either corporate or person il). Suc h chai or 
y the least profitable expenditures and would not discr 
corporations in any other way. 
ons could not secure funds from the market, their resout 


es would be reduced under a current as compared with a lag 


vear’s tax liabilities. Resources would always be less u 
stem except In a year of zero or negative income, in ¥ 
be equal. A current payment system would thus re 
ompanies with profits, but not of those with losses or zet 
exert a counter-cyclical effect through reducing the 
ds for corporate investment. Only by chance, however, ' 
ible im tments be affected since the deflation is mace 


of f inds. not on the basis of the investm«s 


be eC oo i ele 
tax ilal Lie and borrow to u these securities Ur 
lifference to them whether or not tax 
ties. Other corporations may have no investment opport 
s over the market rate nterest, hence they lend (buy marketable 
ace available uncer the lagged system. Our statement 
( etable sec ties he against thel t 
ita r rate ! est ‘ that at wi 
ile ilt in more net borrowing. With the funds ava 
the corporation may buy marketable securities or invest 
‘ ( ( ne vield on marketable securities. Since this is less t 


ng, there would be more borrowing under the lagged syster 
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nder conditions in which corporations were found in each of these 
ps as well as scattered in some degree between them, the current as 
ared with the lagged system would represent a differential credit con- 

would deny funds to some firms unable otherwise to finance invest- 
t opportunities expected to yield more than the market rate of interest. 
would leave the funds of others unaffected. While this denial of credit in 
pswing might reduce inventories on which losses later may be sus- 


| expansion of output. Moreover, it would fall heavily on the small and 
ing corporation without outside financial resources. 
We conclude that the current-payment system as compared with the 
lagged system represents a type of counter-cyclical credit control 
ndesirable structural effects on investment. Moreover, its aggregate 
o a desirable fiscal policy would be small. It would not have a 


effect on those companies accounting for the largest part of 
egate corporate expenditures. 


IV. Conclusion 


: flexibility into the tax structure is not an end in itself. It should 
lered as only one of the many ways of achieving counter-cyclical 
effects. For individual taxpayers, pay-as-you-go has a demonstrably 
effect in making consumption expenditures contribute toward eco- 
ty. For corporate taxpayers, the case for a change from the 
stem to pay-as-you-go does not appear to have been demon- 
ted. Since its counter-cyclical control is based entirely on the unavail- 
of external financial resources, it results in a less desirable quality of 
nent than would alternative fiscal weapons of equal deflationary 
Moreover, in the transition to the system, its deflationary impact 

| fall largely on the small and growing firm. 

E. CARY BRown* 


issistant professor of economics at Massachusetts Institute of Technology. 


Marginalism and Economic Policy: A Comment 


rr Stigler’s discussion ‘‘The Economics of Minimum Wage Legis- 


intended to be an exercise in pure economics but an answer 
many voices (who) are now taking up the cry for a higher minimum, 
{ 60 to 75 cents per hour” (p. 358). It is, therefore, meant to be a criti- 


| the proposed amendment to the Fair Labor Standards Act of 1938, 


endment which the 79th Congress failed to pass but which is still on 
e‘‘must”’ list of the Administration’s legislative program.’ 
n Economic Review, June, 1946, pp. 358-65 
ent of the Fair Labor Standards Act of 1938 was originally introduced in the 
\ugust 1, 1945, as Bill S. 1348. A subcommittee of the Committee on Education and 
e several changes in the original billand submitted the amendment bill to Congress 


te failed to pass the bill as submitted by the Committee on Education and Labor. A 
partisan efiort in Congress to increase the statutory minimum wage to 65 cents was 


nt 


d, it might also increase later losses by restricting modernization of plant 
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Professor Stigler’s criticism of the proposed increase of minimum wag 
rates of 40 to 65 cents per hour is expressed in two propositions: (1) that 
statutory minimum wages are an inadequate means of eliminating povert) 

which he considers the main objective of minimum wage legislation— 
and of eliminating employer’s control over wages—-which he considers to | 
its secondary aim (pp. 358, 363 and 364), and (2) that there are alternatiy: 
means better suited to achieve these objectives 


Professor Stigler gives the following reasons for the inadequacy of mir 
mum wages to eliminate poverty: (1) because the connection betwe 
ourly wages and the standard of living . . . is ‘remote and fuzzy” and 
because minimum wage legislation will lead to a decline in employment. 

It is true that the hourly rate is not the only factor influencing the sta: 
ard of living. But the wage rate and the volume of employment are the ty 
ost important elements determining the worker’s income. A criticism 


minimum wage legislation for putting a floor under the hourly and not 
nnual income is therefore not valid. Such a criticism is based, furthern 
yn a wrong conception of the real objectives of minimum wage legislat 
(his writer is not aware of anyone who has advocated minimum wages 
neans of eliminating poverty as suc h. It seems more appropriate to st 
at the objectives of the minimum wage legislation are (1) to eliminate 
irt of poverty which is caused by the existence of wage rates which di 
illow workers sufficient earnings to have a minimum standard of li 
en if employment were continuous; (2) to eliminate unfair compet 
bstandard wage rates;* and (3) to increase mass purchas 
power. Minimum wage legislation is not intended to be limited to cases 


based on su 


Che minimum wage rate has been con puted on the assun pion that em] loyme! nt 
is: To quote the report of the Senate Committee on Biesntion and Labor: “T} 
tee feels that a minimum wage of 40 cents per hour, which will yield no more tha 
PSOK ear to the small percentage of workers fortunate enough t find 50 w Ta 
na year, does not give a wage sufficient to maintain what we would like to reg 
e minimum American standard of living. But 40 cents per hour is far more than mi 
‘ e rece g cay ’ See Fair Labor Standards Act, H. R. 1452 


ss., p. 9 (italics mine). See also Amendment of the Fair Labor Standards Act 
re a Subcommittee on Education and Labor, United States Senate, 79th Cong 
S. 1349, A Bill to Provide for the rah 1endment of the Fair Labor Standards Act 


ses 25. The hearings on this bill will be quoted from now on as “H 
ectives are ver sely linked by the Fair Labor Standards Act 


st rrect Jaber conditions which are detrimental] to the maintenance of 
standar f living and which are spread and perpetuated by commerce and « 

tancdare s Act of 193% 
1 Declaration of Pi 
Bur of La os 


Roosevelt, on Mav 24, 1937, in requesting Congress to enact the Fair 


rarcument. -ee £aper ING « 
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) the employer has control over wages.*® 
Given these objectives, the real issue is whether minimum wages can 
tribute to the elimination of poverty in the way the FLSA has intended. 
nswer this question we have to examine the effect of minimum wages on 
loyment—the second mean determinant of the standard of living. 
rofessor Stigler believes that the increase in hourly wages will detrimen- 
iffect the volume of employment. Minimum wages, according to him, 
lecrease employment (1) by reduction in output, (2) by discharge of 
kers whose productivity cannot be increased, and (3) by technological 
yvements which reduce the labor requirements per unit of output. The 
result will be a decrease in the earnings of workers who had “previously 
receiving materially less than the minimum” and “perhaps a rise’’ of 
rnings of those “‘previously a trifle below the minimum.” 
experience which resulted from the FLSA showed that minimum 
; did not increase costs to such an extent as to affect the demand for 
lities. Case studies in which the impact of minimum wages could 
ited from other factors affecting production, employment and earn- 
have shown that employment did not decrease because of changes in 
| and output. But it had a tendency to decrease because of techno- 
improvements. In spite of this tendency, earnings of worker pre- 
y receiving less than the minimum wage increased substantially, and 
gs of those previously above the minimum wage increased also, 
to a smaller extent.’ 
s seems to show that Professor Stigler’s conclusions in regard to earn- 
nd output are incorrect, but that his conclusions in regard to the em- 
ent effects are partially right. In determining to what extent they are 
we must distinguish clearly between the displacement of labor due 
reased productivity and the displacement resulting from the inability 
orker to increase his productivity up to the point where it would be 
to the value of his marginal product. It is one thing to point out that 
1m wages increase productivity; it is another to criticize the effec- 


lin D. Roosevelt, 1937 (1941) p. 210. Recently it has been strongly emphasized. See 
1 S. 1349, p. 1423. 
eed for minimum wage legislation often exists in cases in which employers have no 
r wages. There were few monopsonistic employers in the city of New York but there 
spread labor conditions detrimental to the maintenance of a minimum standard of 
ese conditions caused unfair competition in the very cases in which competition was 


e is ample evidence to substantiate the points made in this paragraph. See U. S. Dept 
{nnual Report, Wage and Hour Division, 1941, pp. 15 ff. Also The Minimum Wage, An 
ial Survey, Internat. Lab. Office, p. 234; U. S. Dept. of Labor, The Effects of Mini 
e Determination in Service Industries, Bull. of the Women’s Bureau No. 166 (1938), 

ee also H. M. Douty, “Some Effects of Wage Orders under the Fair Labor Stand- 

im, Lab. Legislative Rev., Vol. XXXII, No. 3 (Dec,. 1942), pp. 174-75, and “Mini- 

Wage Regulations in the Seamless Hosiery Industry,’’ Soudhern Econ. Jour., October, 
p. p. 174; U.S. Dept. of Labor, Summary of State Hour Laws for Women and Minimum 
ites, Bull. of the Women’s Bureau No. 137 (1936), pp. 783 ff.,and U.S. Dept. of Labor, 

e Women’s Bureau, No. 164 (1938), pp. 187-190, and Hearings on S. 1349, pp. 27-29 
Hinrichs, “The Effect of the 25 cent Minimum Wage on Employment in the Seamless 
Industry,’ Jour. of the Amer. Stat. Assoc., March, 1940. 
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f minimum wages to contribute to an elim’nation of poverty be- 
lard productivity. 


ead to dismissal of workers wit 
has the latter | 
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In so far as Professor Stigler | yhenomenon in mind, he 
wrong. As Professor Lester has already pointe: the experience of the 
of submarginal workers has in 
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FLSA has shown t 
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rms of technologic;: 
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( pped In so far as Professor Stigler thinks in ter 

employment his reasoning is correct but meaningless. His criticism of 
minimum wages for having a tendency to reduce labor requirements p« 

t of output is tantamount to a criticism of minimum wage legislation f 
contributing to economic progress, an increased standard of living, ar 
igher income.* 

Che remoteness of Professor Stigler’s conclusion from the experien em 
with the FLSA becomes understandable if we realize that he did not invest 
gate any empirical material. His conclusions are deduced from the followir 
premises 1) that ‘‘each worker receives the value of Ss marginal product 

p. 358); (2) that there is perfect competition in a static equilibrium societ 

3 it both the product market and the labor market are perfectly con 
petitive.’° Only when discussing employer’s control over wages does | 
fessor Stigler make a concession to the real world.** But the main trend of 

er is based on assumptions which are irreconcilable with the objectives 
realities within which it operates. 
the basis of thes 
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LSA were put into effect. In addition to warning 


ment, Professor Stigler states that “the increment of 


1 (resulting from an increase in the relative share of w 
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ie to a minimum wage) will be unnecessary, and per! 


\\ ill not discuss the question whether it 


( e income of families presently earning $800 per year 


consumer 


ti-inflation measures are socially more desirable. Sut we must 
out that Professor Stigler’s argument is meaninefu only if we assume 


re-scale increases in purchasing power result from min 


lo postulate such a consequence is completel 


Prof r Stigler’s dire prediction of mass unemployment 
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far reviewed Professor Stigler’s arguments in te 


mum wages to achieve certain objectives. We 
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We have seen, furthermore, that he does not prove | 


f his own interpretation of the objectives of the FLSA. But final 
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sing the alternatives proposed by hi 
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5 cents an hour in June, 1945. The overall straight time 
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[he proposals made by Professor Stigler are two-fold: (1) elimination 
immobility of labor, (2) ‘‘assistance to the poor with regard to their need 
easured by family composition) but without regard to their occupation 
Dp 365 . It is not clear how immobility of labor is compatible with Pr 
fessor Stigler’s assumption. But it undoubtedly exists in the real world a) 
any policy which decreases the immobility of labor is welcome. But it 
wo that the measures proposed by Mr. Stigler to eliminate immobility 
labor would be inadequate. They could, at best, be a partial substitut 
for minimum wage legislation—or a valuable complementary measure, 
Negative ri ites for personal income taxes for low-income families are t] 


second alternative proposed by Professor Stigler. This is neither an “ 
cient” nor an ‘ ‘equitable’ ’ means of eliminating poverty because if appli 
an alternative rather than as a complementary measure to minimu: 


wage legislation, it would be nothing but a public subsidy for unfair c 
petition and/or monopsonistic exploitation. It would in no way elir 
labor conditions detrimental to the maintenance of a minimum standard 
living and would therefore not be a real alternative to minimum wage leg 
lation. 

Professor Stigler’s advocacy of his alternatives and his rejection of n 
mum wage legislation as “neither a sufficient nor equitable device for cha 
ing the distribution of personal income”’ (p. 362) brings out an important 


point. There is at least a presumption that Professor Stigler’s concept 
equity is different from that implicit in minimum wage legislation. Profess 
Stigler essentially advocates doles based on the means test. He seeks 
ibolish poverty “‘in good part because it leads to undernourishment” 
365). And he believes that the “incomes of the poor cannot be raised wit! 
impairing incentives” (p. 364). We may remark in passing that there is 1 
explanation why tax rebates would not bring about the same results 

why they are not inflationary. The main point is that the advocates 
statutory minimum wages would probably feel that a democratic so 
implies a different concept of equity and human dignity and therefore 
ferent means of implementation. 

This shows that a social scientist who criticizes a specific measure ol 
nomic policy should clearly differentiate between the ability of a proj 
measure to achieve the desired aim and the desirability of the aim 
It is true that Professor Stigler says he approves of the elimination of 
treme poverty.’’ But such a statement is far too vague; it is not 
enough indication of the value judgments in regard to means and ends 


t in his reasoning. In order to make these value judgments expll 
ientist must show the implications of a specific measure of policy 
price” that we must pay for it, and he must indicate the “‘price”’ of alt 
itive policies. This can only be done by taking the existing society 
rame of reference and by indicating the norm in view of which social 
ism is made. It seems that Professor Stigler is taking the world of per! 
ompetition in which wages are equal to the marginal product as a 
of reference as well as a norm for judging the impact of minimum 
legislation. A criticism of minimum wage legislation from this point of vie' 
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n of eaningless. If the world of perfect competition is taken as a concrete 
eed e of reference, minimum wages cease to be a problem and the objec- 
‘on es of minimum wage legislation become unreal. If the world of perfect 
Pro. mpetition is taken as a norm, the criticism becomes merely formal, devoid 


reality and must lose even the pretense of social significance. 


‘lity 

tute lo what extent are these comments on Professor Stigler’s article in agree- 
with Professor Lester’s criticism, and what light do they throw on the 

t] cussion of ‘‘marginalism’’? 

efi \s we have already pointed out, Professor Lester’s objections to Pro- 

lied fessor Stigler’s reasoning are, on the whole, perfectly valid. But Professor 


Lester is ambiguous when he implies that the fact that employment has not 
on reased as a result of minimum wage legislation shows that ‘‘marginal- 
wrong. He is ambiguous because the term “‘marginalism” is ambigu- 
[he experience of the FLSA shows indeed that the behavior of the 
71S epreneur can be rationalized in terms of equalizing marginal cost and 
revenue, and that an increase in cost will bring about a chain of 
s which can very well be expressed by using “‘marginalism”’ as a 
ing tool explaining the rational action of an entrepreneur for whom wages are 
npts to increase the productivity of workers are analogous (in 
formal logic!) to dismissal of workers because the marginal value 
$S01 their product is lower than the increased wage. It can not be denied, fur- 
st rmore, that the tendency to substitute machinery was strongest in those 
ch had the greatest share of sub-minimum-wage workers. All this 

rfect agreement with ‘‘marginalism” as defined above. 


1 \nd yet the overall results of the FLSA experience were in all major 
contrary to those predicted by marginalists. This shows that ‘‘mar- 
$ m’’ implies more than a formal rationalization of choice. Our discus- 


et} f Professor Stigler’s article has shown that it implies a static equili- 
lif on in which firms are in optimum positions. It is this identifi- 
irginalism with static equilibrium which makes it a useless tool 
: eco ic analysis of the real world. Professor Lester is, therefore, 
rejecting ‘“‘marginalism” in this broader sense as a meaningful 
) the wage-employment problem. 
we must go a step further than Professor Lester since marginalism 
mply used as a tool to analyze the theoretical aspect of the wage- 
ent problem. It is also used as a tool to analyze economic policy 
ms. If used for this purpose, marginalism implies value judgments 
re hidden behind the formality of the approach. It is no coincidence 


at marginalism “‘as such” is, as Professor Fritz Machlup pointed out, implicit 

principle. See ““Marginal Analysis and Empirical Research,’”’ Am. Econ. Ret 

XXXVI, No. 4, Pt. 1 (Sept., 1946), p. 519. But as Professor Stigler has admitted, marginal 

f rinciple. See “Professor Lester and the Marginalists,”” Am. Econ. Rev., Vol 

(March, 1947), p. 154. It can, therefore, not give an explanation of the “un 

f choice’’ as Professor Machlup says (op. cit., p. 519). It does not explain the 

of theentrepreneur of whom the latter is unconscious. The marginalist is not 
but a formal logician. 


woes 


— 
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is and has always been an instrument for combating sy 
‘m as the minimum wage legislation. Professor Stig 
is] ception to this rule. A criticism of his practical conclusions has shoy 


n is a particularly unsuitable tool for analyzing a probl 
ssitates clarity of ul 


of ultimate values because it must be discussed 


n ends. 


yonents of marginalism must do considerably more than p 
marginalism’”’ describes ‘‘the logical process of finding a may 
Chis is true but d 


loes not come to grips with the real issues involy 


on of marginalism to labor problems. It is, furthermore, ; 

to say that marginal thought does (or rather, can) take into \ 

leration all the factors 1 ‘“anti-marginalists”’ use. The issue is o1 
se factors. 


[he analysis of Professor Stigler 


ions” has shown that ihe marginal signifi 
n in a dynamic situation approaches zero.’® 


FRED H. BL 


{ Re Sept.. 1946 519 
nalis cal errors not be 
( cit., p. 155 not substantiated anc 
| essol er simply ignores those empirical! facts me 
| to |} theory by concer iting his attention o1 


Methods of Visual Presentation and the Teaching of Economics 


ym of the 


undergraduate economics curri 


: appral al of the role which visua 
presentation and 


d analysis of economic problems at 
elem vel. The general argument in favor of making use of visua 
é earning will be rea lily agret d upon. It was suc¢ inct 
ress John Dryden more than 300 years ago. In his Essay of Dran 
Poesy Di en spoke of our eyes 


is strongest witnesses.’ By co- 


1 with diagrams and picture symbols 
enses inst 


ea ot one Because our visual memory 
ining perceptions and impressions an appeal to our e} 
e effective an the spoken word. More than this, by n 
Oo use ¢ } 


ur eves 


in the process of learni 


ing, the graspi 
ems is facilitated. In fact, what appears to be a complex 
expiaine |, may become simple | 


ple by an appeal to the 
innecessary to Say in words, 


what we are al 


s is especially true for the beginning stu 
oft kn edge 
| tempts « ing methods of visual presentation 
ive been confined to esse ntially stati proble ms. Ni 


( HE AMERICA 
| 
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Tableau Economique, nor supply and demand curves and even less 


urse, the visual presentation of statistical data, can truly be said to 


rned with economic dynamics in the sense of tracing the effects of 
lata. The question is, therefore, whether the time has not come to 


e possibilities of using visual aids in the presentation and analysis 


omic problems of a dynamic character. Take, for instance, the prob- 


e flow of goods and money. I see no reason why this central problem 
mic dynamics could not be broken down into its constituent parts 
ented with the aid of diagramatical, 7.e., visual material. One might 
m a position of equilibrium and full employment and show first the 
f goods and money between one business unit and one house- 


means of the familiar stream of money and commodities in opposite 
It might be shown how money is paid out and trickles back from 

er to the business unit. Then, leaving this highest stage of ab- 
could be shown, by a series of successive approximations, how 

of goods and money tends to assume the form of a process of con- 
lation between all business units and all households. The next 

be the introduction, by visual symbols, of the banking system 
ction as an accumulator of liquid funds and distributor of bank 
ivings and spending might be introduced next by directing part 
ney flow into the banking system and out of it back into the 


as it is spent or invested. Relationships between savings and 


ght be conveniently discussed at this level with special emphasis 


which an excess of savings (or spending) may have on the flow 


ness receipts, income and the level of economic activity. This 
might be further refined by studying the effects on the marginal 
rising or falling profits. There is no reason why these processes 
related concepts of investment, inflation and deflation could 
esented diagrammatically, for instance, by corresponding changes 
of the money belt.’ 
the appraisal of compensatory devices with the aid of the 
eory or the principle of acceleration. Although illustrations in 
nerical examples will always remain essential for a basic under- 
ese principles, it seems to me that here too there is room for 
| representation. I remember a simplified multiplier diagram 
Mi. Clark introduced in his ‘‘Appraisal of the Worl 
Devices’”’ (American Economic Review, Suppl., 1939) which, 
ecause of its simplified character, exhibited better than any- 
ve seen since, the multiplier effects and the dwindling after-effects 
pending had stopped. 
ons to the use of visual teaching aids may be mentioned. It 
red thata 


itions of what are in reality highly complex interrelationships 


methods of visual presentation are likely to involve 


1] 


1 bv M. Polany 


ve outline reflects the approach followed by a 
VU oney and Unem ployment which undertakes an introduction to the Kevnesiar 
lescription and ther retical analysis of this upproach see M. Polanyi, ‘‘Eco 


Symbols,”’ Rev. Econ. Stud. (Oct., 1940), pp. 1-19 
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} 
) 
max 
QO 
Mi 
S 
T 


654 THE AMERICAN ECONOMIC REVIEW 


\nd it may also be objected that visual instructicn is bound to lead to th 
icceptance of too mechanistic a view of economic processes, especially at t 
initial stage of economic analysis. These objections should not be dismiss¢ 
too lightly. Any outright rejection of methods of visual presentation 0; 
these grounds tends, however, to overlook the fact that economic theor, 
and for that matter all theoretical thinking, operates with intellectu; 
models designed to simplify reality in order to interpret it. Supply and de. 
mand curves are extreme simplifications whose mechanistic nature 
often been questioned by critics of modern value theory. Yet, it will | 
readily admitted that these tools, if properly qualified, need not mislea 
They have, in fact, proved to be highly valuable aids of analysis. In s|} 
visual aids in teaching are not meant to be substitutes for logical thinking 
hey are designed to facilitate the process of analysis, especially at t 
elementary level. 

With these qualifications it may even be said that the visual presentat 
of economic problems has two fundamental advantages. First, it is part 
irly well adapted to the illustration of complex concepts and ideas thro 
operational definitions. For example, the concept of money is understo 
fully only in terms of what money does (how it operates) in the econo 
process. If this be true, that is, if we agree with Bridgman that “the proj 
definition of a concept is not in terms of its properties but in terms ol 

tual operations,’ it is evident that visual presentation is likely to p 
more directly to the phenomena than any spoken or written language. | 
fact, if properly organized and arranged, visual aids in the teaching of « 
nomics can furnish the mind of the beginner with concepts which, be 

eir meaning has been conceived from the very outset with refere1 
xperience, are bound to correspond more closely with reality than has b 
the case hitherto. Secondly, to the extent that methods of visual present 
tion play a role in the teaching of economics the quality of teaching « 
ly by better technical means of presentation (such as « 
grams, charts, pictures, films) and depends less upon the number of 
teachers which, of necessity, is limited at any given time. 


K. WILLIAM Kappr* 


P. W. Br man, The Logic of Modern Physics (New York, Macmillan, 1938), p. ¢ 
* The author, who is assistant professor of economics and social science at Wesle\ 
l f the Subcommittee of Visual] Aids of the Association’s Com1 
iduate Teaching of Economics and the Training of Economists. 


J. B. Clark: A Message from Japan 


[he following message from Professor T. Miyajima was received « 
s year by Professor J. M. Clark: 
[ held a small meeting on January 26th to celebrate the 100th annivers 
of your father’s birthday. Some twenty persons, all my colleagues 
idents in political economy, joined in this memorial meeting and I « 
pend a delightful, rather significant afternoon with them in showing t 


your father’s pictures and his writings, some of which are appreciatt 
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to the ; im opus.’ We talked much about the great American economist as 
at th er of marginal utility theory with Jevons, Menger and Walras. Thus 
nhneed ed our high appreciation of his personality and thought and also 
aie ence upon the Japanese students in economics. When celebrating 


lune the centennial anniversary of the birth cf my old teacher in 


1eory, Paris, Professor Charles Gide, I will do something more in memory of Pro- 
ectua fessor J. B. Clark, whose great contribution to economic science was very 
id de- n highly appreciated by the French economist in his various works. 
e has 
All hy In an earlier letter, Professor Miyajima said: 
slea \t the threshold of the new year I look back with deep regret on the past 
si ears during which our friendly relations have been inevitably inter- 
king ted and take this opportunity to fervently ask our old friends and col- 
it the ; abroad to generously favor us as before with their sympathy and 
hip, coupled with the assurance that we will do our best and utmost 
at to merit in the years to come a continuance of their confidence which, after 
rt most important motive of international cooperation. 
rous Professor Miyajima is lecturing on economics and international politics 
Stor t Kansai-Gakuin University, near Kobe, an institution founded some 
te igo by American missionaries, and is also cooperating with 
xh f the American army. 
T 
ae : Operations of the National War Labor Board 
Managing Editor, 
Economic Review 

representative group of those who served as board or senior staff 

, ing the period covered by them, I solicited critical comments on 
eT 


ervations on the Operations of the National War Labor Board,” 
red in the American Economic Review for June, 1946. In re- 
m [ received a large volume of comments from persons who worked on 
B' of that tri-partite undertaking. 
now summarized the comments, and would be glad to give copies 
ary to students of the work of the War Labor Board. Within 
circulation possibilities involved, I also would be glad to let 
e full text of those letters of comment which were submitted 
restraint upon their use. The comments seem to me to constitute 
ting contribution to understanding of the board’s operations. 
ould be addressed to me care of McGraw-Hill Publishing Com- 
330 West 42nd Street, New York 18, N. Y. 
DEXTER M. KEEZER 
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Irving Fisher 


he twentieth president of the American Economic Association, Pr 
lessor Irving Fisher, died in New York City on April 29, 1947. He was bor 
it Saugerties, New York, on February 27, 1867. In celebration of his eig 


i 


} 


iry a testimonial program had been held at the Annual Mi 
imerican Statistical Association in Atlantic City last Decemb 
birthday a dinner was tendered him by a legion of his friends 
\ Club ot New York. On both occasions he displayed the earnest 
{ is life 
lr was the fourth child of George Whitefield Fisher, a Congregati 
who died of tuberculosis in 1884, the year Irving was enter 
Yale University, and left a mother and younger brother for him to suppor 
sponsibility he had a brilliant undergraduate career 
\ le won a single-sculling race on Lake Saltonstall, was elected to 
.appa, and Skull and Bones frater 
torian of his Class (1888 
ted a large part of his success to his early asso 
\\ 4 , getting from him the art and habit of scientific thi 
ophy of life. He started his professional career i 
( tics, Dut soo irned to mathematical economics, la 
Oo ; ciation with William Graham Sumner. He 
tics 1890-93 and taught astronomy one year. He to 
legree at Yale in 1891: his thesis Mathematical Investigati 
] ' e and Prices, published in 1892 (translated late: 


1 outstanding scholar and wo 


H uf itics continued throughout life. He was asso 
1) And W.P ips in 1 publication of Elements of Geom 
sundial [or garat 1, in the shap oO! half a cylinder, pa 
h, one edge serving to cast the shadow in the mor 


iiternoon. Later he constructed another type, 


( lator, wit 1 rod tor the gnomon parallel 
st point of the hoop, providing such a h 
could be read within a few seconds 
( I ) 1943 I) S ent n 
ki wo 1 ov is ot 1 lead 
After Su is doctorate thesis, he pul 
Vi i| Economics Cournot’s M athen 
\ sisted in translating and editing. A re- 
tio thesis led, in 1907, to the publication « 
C4 ) ed as resting on rates of ‘‘impat 
yIme Not the need for a knowledg« 
ASR 


I ] 
Fret | Japa ed 
| 
3 
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mathematical economics was to attain a wide understanding and 
pared A Brief Introduction to the Infinitesimal Calculus for use of 

He was one of the founders and presidents of the Econometric 

S well as its financial supporter. His textbook Elementary Princi- 
mics was characterized, as never before, by diagrams, curves 

and the language and presentations of this and his other 


Pr c treatises smacked of the physical and mathematical world. He is 
's bor ed for his “equation of exchange” and his students well remember 
eight nk,’’ with all its mechanized parts, by which he demonstrated the 
Me mn. His liberal use of mathematics and physics not only delimited his 
mby e but also led to many misunderstandings, for it minimized the psy- 
nds factor and his similes did not fit the facts too well. 
stne \\ his mathematical propensities might have led to an interest in 
frequently said he backed into this field through the subject 
ti ted his life interest, namely, the stabilization of the purchasing 
ter f money. The money question was in the forefront of economic dis- 
sate early 1890’s when he was launching his career. In his doctorate 
vi r cluded that lenders and borrowers protected themselves against 
to t luctuations in the purchasing power of money by compensatory 


the loan rate of interest. He took the part of ‘‘sound money” 
Bryan in 1896, not believing that either national or international 
was a good remedy. The evils of unstable purchasing power of 


better comprehended at the turn of the century—how inclusive, 


1 and destructive it was—and he set forth on a lifetime quest 
1s ition, his ““compensated dollar,” was advanced in 1911, after 
F ) 1 his classes for six years. To his dy ing day, despite its theo- 


ictical weaknesses and its impossibilities, he clung 
isic means of stabilizing the dollar 
iry the gold content of the dollar as the index number of prices 


zation required a stable yardstick of value, ‘‘but, at that time, 


] 


index numbers had rece ived little attention,”’ and there was 


mi ! intitative idea of a dollar’s average purchasing power—over 
nine ed forced his attention to index numbers and statistics of prices. 
blished The Making of Index Numbers, by tar the most com- 
dy of index number formulae, wherein he tested thousands of 
ctively and inductively on the basis of crucial criteria, and 
ideal formula.”’ 
ir he began the publication in the newspapers of a weekly 
N r of Wholesale Prices, “the first wee ky ind x ever published, 
ble by certain short-cuts in calculation.” Its chief purpose 


y 
index repres¢ nting the pur¢ hasing power of the dollar, 
to accustom the public to the thought that the dollar is not 
variable.”’ He said it had taken him a long time to realize 


f 7 ed for this sort of education. His book The Mor Tllusion. written on 
ly 


léy 
ectures he gave in the School of iternational Studies at 


+ ] 
irried this sort of education fur ( 


658 THE AMERICAN ECONOMIC REVIEW 


In his book Stable Money Fisher delineates the history of the movemen; 
for stabilization, particularly in the United States, and ends with a biog. 
raphy of his own activities in this field. Up to 1934 he had “delivered 99 
addresses, besides 37 letters to the press, and 161 special articles, as well a; 
9 testimonies at hearings held by government bodies and 12 private! 
printed circulars, together with 13 books bearing on the subject.” His out. 
put continued at about the same pace the remaining thirteen years of his 
life. ‘‘These writings are of two sorts—popular and technical: each of 
which falls under four heads: (1) fundamental principles (e.g., The Purchay. 
ing Power of Money, Booms and Depressions); (2) the measurement 
purchasing power (e.g., The Making of Index Numbers); (3) studies of t 
purchasing power, in relation to current events, especially in relation to th: 
‘high cost of living’ (e.g., Why the Dollar is Shrinking) and ‘depression 
trade’ (e.g., The Stock Market Crash and After); (4) writings on methods 
ibilization (e.g., Stabilizing the Dollar, The Money Illusion, and 100 


The methods of stabilization advocated by him at various stages of his 
life include the ‘‘compensated dollar”; open-market operations by the F 
eral Reserve or, better still, by a comprehensive ‘‘monetary authority 
‘scrip money,’ with penalty for slow turnover; ‘100% money,” doi 
away with fractional bank reserves and letting the monetary authority var 
the volume of money according to an index number; ‘‘managed money i! 
pendent of gold” as in Sweden; “profit limitation”; and ‘“‘bond reserves 
rhe length of this list suffices to show why the bankers and other conserva- ) 
tives were wont to regard him as a dangerous tinkerer with the currency a 
sometimes as an inflationist. At heart he was not an inflationist; he mer 
believed in controlled “‘reflation,”’ as in 1932, when he wanted to restor« 
price level to its former height. 

Fisher was never content to stop with scientific research: he was imbu 
with an irrepressible urge to reform, along the lines indicated by his stud 
For example, having seen and felt the evils of unstable money and hav 
discovered the causes and cures, he was determined to do all he could to mak 
t stable. He launched vigorous campaigns of education by every me 
available; he organized, financed, wrote and spoke for the “Stable Mo 
which was an organization propagandizing the ‘“‘Compensa 


Dollar’’ and other methods of stabilization; he got Congressmen to spons 
ls, such as the Goldsborough, Strong, and Vorhees bills, providing ! 
tabilization policies and machinery; he provided the tools, such as | 
bers and formulae. In all these efforts no one ever ascribed to hin 
but the highest altruistic motives. On his 80th birthday he said pu 
e had spent over $100,000 of his own money in promoting stabilization 
[his propensity to promote, through private and organizational eff 
he things in which he believed, characterized all his activities and 
merely in monetary stabilization. With Hamilton Holt he was one ol t 
first to formulate the idea which Wilson later embodied in the Leagu 
Nations and he wrote two books League or War and America’s Intere 
World Peace, and campaigned for six months throughout the United States 
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‘ts adoption. He opposed the taxation of savings, wrote two books, The 
‘ure of Capital and Income and Constructive Income Taxation, on the sub- 
} 


ills embodying his ideas introduced into Congress, and argued 


ise before Congressional committees. His activities in promoting public 


rivate health will be noted below. 
fortunately his eagerness to promote his cause sometimes had a bad 


iuence on his scientific attitude. It distorted his judgment; for example, he 


; carried away by his ‘“‘new economic era” ideas in the late 1920’s and 


his fortune as a result. He ardently supported prohibition, being presi- 


t of the Citizens’ Committee on War-time Prohibition, 1917, and of the 


mittee of 60 on National Prohibition, 1917, and wrote two books, 
ibition at its Worst, 1926, and Prohibition Still at Its Worst, 1928, in 
seemed to many he, unconsciously no doubt, selected his data to 

is position rather than to find the truth. He relied upon concomitancy 
his belief that the stability of the price level from 1925 to 1929 

lue to Federal Reserve action and refused to give due recognition to 


r factors at work. 


er left an indelible imprint on economic nomenclature, with his “‘equa- 

f exchange,” “‘ideal formula” for index numbers, “‘dance of the dollar,”’ 
sated dollar,” “stabilized bond,” “index wage,” “distributed lag, 
“check-book money,” “impatience theory,” ‘‘utils,” “‘ad- 
seigniorage,” “commodity dollar,” etc. Probably no other Ameri- 
conomist is cited, both at home and abroad, as many times as Fisher, 
n the field of money, or has had his books translated into as many 


ve lecture series in the University of London, the University of 
and of Southern California, and the Geneva School of Interna- 
Studies. He studied in Berlin and Paris, 1893-94, and had honorary 


‘ees from the Universities of Athens and Luzanne. 
‘o other economist was honored by so many learned and other societies: 


ed as president of the American Economic Association, the American 
stical Association, the Econometric Society, the American Association 
ibor Legislation, the National Institute of the Social Sciences, the 
nics Research Association, and the American Eugenics Society; and as 
in of many other important national commissions. He was founder 
\merican Eugenics Society, the Life Extension Institute, the Vitality 
ls Ofhice, and the Stable Money League. 
1910 Fisher invented a visible index system and formed a company to 


ufacture and sell it. It was a great success, and its earnings were largely 
| to finance his researches and promotional activities in monetary stabi- 
tion and public health. This company was merged in 1926 with other 
erns to form Remington Rand, Inc. Fisher served as director of Rem- 


Rand for the last twenty years of his life. His wealth from this inven- 


was largely swept away in the 1929 crash. He was also director of the 


lo Electric Furnace Corporation, the Sonotone Corporation, the 
Master Plan, Inc., the Latimer Laboratory, the Gyro-Balance Cor- 
on, and the O-Three Products Corporation. At the height of his career 
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he maintained well-stafied private offices in New Have n, New York and 
Washington, besides the offices of Index Visible, Inc., his price index and 
forecasting service, and the Stable Money League; and his employees i; 
cluded many able economists and statisticians. 

rhe style of his writings was very simple. He used short everyday words, 
brief and compact sentences, homely similes, and an abundance of illustra 
tion. He took care to present his ideas clearly, repeating them many times 
in different phraseology and from different angles. With a view of popular 


education they were “written down’”’ to lower levels of intelligence, and put 
into all types of publication. He also enhanced the readability of his books 
by putting mathematical and statistical materials into compendious appen- 


dices, and, in some cases, prefacing his book by a digest (or digests of dif- 
ferent lengths) for the busy reader who lacked time to read the fuller text 
His ideas were always launched in a challenging way, and the consequent 
controversy gave him opportunity to drive them home and expand 

tatement of them. In the latter decades of his life his books were s ort 


devoted to some timely phase of his general subject, and vigorous in 

Vocai 
Second only to his interest in stabilizing the dollar was that in promot 

1. The first three years of his full professorshiy 


ent on leave of absence at Saranac, Colorado Springs 


private and public heal 
Yale (1898-1901) hes 


nd Santa Barbara recuperating from tuberculosis. His father, as 


1 


ibove, had died of that disease. By infinite care and self-discipline he rm 
stored himself to perfect health, which he maintained to his eightiet! 
despite the prodigious amount of work he did year in and out. 
\s a result of his own health history, he became vitally interested in t! 
h of eve ryone else, an l evolve d his own standards of w hat Dr. Kellog 
f Battle Creek) called “Biologic Living.”’ He did not follow Kelloge’s veg 
etarianism to the letter. In evolving his own philosophy, he did not ado 
nyone’s regime in toto, but selected bits from here and there. Postu 
chairs, health shoes, acidophilous milk, fruit juices, fletcherism, 
ever the new idea might be, he was always willing to give it a tria 
frequently adopted it as his own. 
lo promulgate the idea of periodic examinations, he founded the L 
Extension Institute. He collaborated with Doctors Fisk and Emers« 
H ‘fo Live, the 21st edition of which appeared shortly before his deat! \ 


\ e taught a famous course on National Efficiency, devoted larg 
perso I ind public health. He was associated with his colleague Henry \ 
Farnam in promoting an anti-tobacco league. As noted above, he act 
lcoholic beverages; and founded the Ameri 


Eugenics Society and the Vitality Records Office. Through the Robins 


omoted the prol ibition of a 


foundation and other organizations he promoted research in private 
blic health, and he was an active member in a long list of societies dev: 


he promotion of better health. In the light of service to the cause, no 0 
good health more than he did. 


deserved to enjoy a long life 


e of his exceedingly busy life, during the last twenty-five year 
orship he was unable to give much time to teaching: he gave I 
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ses and was on leave a great deal. His practice was to offer a course on 
the subject on which he was at the time writing a book or which he was 
nvestigating and to employ his pupils. Some graduate students in this way 
n intimate association with him which was invaluable. Although he 

ved among the great men and scholars of his age and was honored in so 
many ways, he remained modest and self-effacing. He was always very re- 
ectful of student opinion and logic, tolerant of their errors and imma- 
ity, and courteous in argument. With the charming Mrs. Fisher, he was 

. eracious host to his graduate students and colleagues, who were often 
vited to meet the distinguished economists of the world that he was 


tertainin 


Ray B. WESTERFIELD 
Vale University 


In the death of Irving Fisher, American economics has lost perhaps its 

t talented and certainly its most versatile member. Born in 1867 of an old 

New England family, Fisher graduated from Yale in 1888 and then contin- 

| his graduate study at that institution. His early interests were in the 

d of mathematics and physics and he was one of the cherished students 

he justly celebrated Willard Gibbs. From 1890 to 1895 he was a member 

he Yale mathematics faculty and later brought out texts in geometry and 

lus. In 1892 he published, as his doctor’s thesis, the extraordinarily 

nt Mathematical Investigations in the Theory of Value and Prices, 

despite the passage of more than half a century is still as clear and 
found an exposition of utility analysis as is anywhere extant. 

lransferring his professional attentions to economics, he stimulated his 

sin Nathaniel Bacon to translate Cournot and prepared a bibliography 

f mathematical economics for this edition. But his life was threatened by 

vere attack of tuberculosis and for three years he struggled for his health 

Colorado and California. This was in a sense the emotional turning point 

s career. Prior to this time he had seemed to some of his students cold 

of in manner and somewhat lacking in warm human sympathy. But 

ng of death gave to him, as to so many others, greater appreciation 

value of human personality and upon his return he flung himself into 

most unparallelled combination of acute professional investigation 

ned to an energetic and devoted activity for the public welfare. In quick 

ssion he published remarkable books on A ppreciation and Interest, The 

\alure of Capital and Income and his masterly Rate of Interest. In all of 

these he combined a mathematical precision of thought and exposition with 

keen analysis of utility theory. 

Fisher then turned his attention to the general increase in the price level 

which had been going on since 1896 and further developed the quantity 

ry of money as an explanation for this change. In order to prevent the 

mic and social difficulties created by the fluctuations in the general 

: level he worked out his celebrated plan for a compensated dollar in 
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which by varying the gold content of the dollar in direct ratio with smal 
price changes, he aimed to keep the general level of prices steady. He car. 
ried on a vigorous campaign to put this reform into effect and founded and 
largely financed the Stable Money Association to promote its adoption 

His analysis of price changes led him into the theory of index numbers jy 
order better to measure and control such changes, and in 1922 he published 
his exhaustive book on that subject. In this, he advocated as an “idea!” jp. 
dex a geometric average of the Paasche and Lespeyres formulae. 

In the meantime Fisher’s reformistic activities had found a full flowering 
Beginning with the Anti-Tuberculosis Association, he labored to improve 
the health of the public. He helped to induce President Theodore Roosevei; 
to set up the Committee on National Vitality and was largely responsib] 
for its pathbreaking report. He was one of the founders of the Life Extep- 
sion Institute and with its director, E. L. Fisk, wrote a book on hygiene ep. 
titled How to Live. A confirmed opponent of alcohol, on moralistic as well a; 
hygienic grounds, he was active in getting the Prohibitory Amendme: 
adopted and during the ’twenties was one of its most ardent defenders, His 
zeal in this direction was not always balanced by the scientific precisior 
which he observed in other matters and his two little books, Prohibition ¢ 
Its Worst and Prohibition Still at Its Worst did not exhibit his talents at their 
best. Fisher regarded tobacco to be only one degree less evil than alcohol and 
carried on a series of skirmishes against it which, had they met with encour- 
agement, he might well have turned into a major crusade. But this was 1 
all. Believing firmly in the League of Nations, he stumped the country re- 
peatedly in its behalf and as president of the American Association for 
Labor Legislation worked for better factory legislation and for the extensio 
of social insurance. 

In the’twenties, Fisher, like so many others, became somewhat carried away 
by the rise of production and by the stock market boom. Already wealthy 
both by family possession and by his invention of a visible filing index a1 
the successful conduct of the business based upon it, he made large add 
tional amounts by speculation. All this caused him to become one of | 
most optimistic exponents of the doctrine that we were in a new econon 
era and he was, consequently, very slow in reconciling himself to the re: 
of the Great Depression which began in October, 1929. 

But once aware of what was going on, he was indefatigable in urging m 
etary reforms which he thought would restore prosperity. He advocated t! 
use of stamp scrip, somewhat after the fashion of Gesell, in order to sp 
up the circulation of money and to prevent hoarding and, with Professor 
Warren, helped to persuade Franklin D. Roosevelt to devaluate the ¢g 
content of the dollar in 1933 as a means of raising the internal price | 

In his early work, Fisher had slighted the role of bank credit, making | 
largely depend on the stock of money. His attempts at stabilization ¥ 
therefore, directed at the money rather than the credit terms of the equa 
tion of exchange. When, however, in the early 30’s a group at the University 
of Chicago, under the leadership of the late Henry C. Simons, developed 


plan for a 100 per cent reserve system in which the amount of bank cri 
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would be based upon but would not exceed the public debt, he became its 
cenerous and zealous advocate. The fact that this plan made the private 
hanks retailers, rather than manufacturers of credit, did not deter him from 
urging the plan with all his ardor. 

Nor did he neglect scientific interests in his later years. The thinker was 
not swallowed alive by the propagandist. He refined and revised his interest 
theories, developed new methods for measuring the marginal utility of 

ney and interested himself in the theory of income taxation. Having re- 

ived virtually every honor which the scientific world could confer, he died 
this April shortly after celebrating his eightieth birthday. 

In Irving Fisher, the much criticized New England tradition displayed 
itself at its best. More than any other American economist he united a sub- 
tle and powerful mind with a passionate crusading spirit for human welfare 

| backed up by ample means he was equally tireless in promoting both. 
He expanded and deepened the whole science of economics and exerted a 
profound influence for good not only in the field of public health, but in 

iny others as well. The task of stabilizing our economy and the relations 
between nations was, of course, too great for even his ability and energies, 
it one cannot but be inspired by his gallant ventures. Master of a crystal- 
ear method of exposition and gifted with mathematical genius, he raised 
he whole level of our thinking. If we at times smiled over the lack of humor 
h sometimes accompanied his seriousness of purpose, we could only be 
yverent towards the total import of his life. Irving Fisher’s career gives to 
s all a living proof of how effective a good man can be when to an able mind 
s wedded an energetic devotion to the common good. We are proud that as 
\mericans and as economists we can claim him for our own. 
PauLt H. DouGLas 
ersity of Chicago 
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Economic Theory; General Works 


Income—An Introduction to Economics. By A. C. Pigou. (London: Macmil- 
lan. 1946. Pp. vii, 118. 5s.) 

“This little book is based on and in the main reproduces seven lectures 
given in Cambridge at the request of the Professor of Engineering to stv- : 
dents in his subject in the Lent Term of 1945. Its purpose is to provide an 
outline sketch of an important part of economics that shall be intelligib| 
and, if possible, interesting to non-economists.”’ So runs Professor Pigouw’s 
prefatory note. 

As a book for the layman—and specifically for the engineering student 
Income has drawbacks. Its brevity comes from extreme compression rather 
than from restriction of subject matter. It keeps raising difficulties whi 
the listener to a lecture could be carried past by the sheer momentum of | 
speaker and the reassuring tones of his voice, but which are likely to hold y 
a reader very seriously. With a few exceptions (notably “imperfect cor t 
petition” and “monopoly” on p. 31), Professor Pigou has succeeded in ¢ 
purgating his vocabulary of technical terms beyond those he can explain 
the spot. But at many points he seems to be arguing with the profess 
over his reader’s head. His policy discussions seem apt to encourage | 
engineering student to trust “intuitions” (reflecting actually a conservati 
indoctrination which is all the more potent for being largely unconscious 
specifically the conservative impatience with antitrust policy, and the 
servative hunch that the economy would work beautifully if it weren’t for 
trade unions and social security. On the other hand, he does try to persuad 
his reader to re-examine prejudices against free trade and against free edu- 
cation. 

For the professional reader, and the student specializing in economucs 
Income offers a very useful conspectus of Professor Pigou’s main ideas and be 
their cross-connections. It could be described as an introduction to wellar 
economics. Chapter II stresses the importance of the division of labor ané 
of the “immaterial capital of ideas” in determining a nation’s produ 
capacity or “income-getting power.” Chapter III is very illuminating 
the way in which the “income-getting power” of a single country is affe 
by foreign trade, and is very successful in sketching the British posty 
trade position. Chapter IV on the “allocation of resources” is an apt sum 
mary of neoclassical views; it would be more helpful if it allowed more for 
restriction of entry to occupations, for the roughness of “productivity” 
culations, and for the importance of deviations from equilibrium. 

Chapter V on “the role of government” gives a neat sketch of the relat 


of 
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public policy to “by-products” of private operations “which may be 
neficial or may be damaging to people quite other than those who pur- 
e the main product, and for which nobody makes any payment.” The 


‘udent, being duly informed that this is a discussion of divergence between 


,arginal social net product” and “‘marginal private net product,” will 
i this illuminating. But it is interesting to note the omission from the 
f illustrations of education, health, and land use, which I should de- 
eas the most important loci of “external economies.” The Marshallian 
entration on the “by-products” of the scale on which something is done 


‘o the ignoring of the way in which it is done) also impairs the value of the 


cussion. After all, the remedy in the eternal smoke-nuisance illustration 


; obviously not so much to cut down the scale of industries which make 


moke as to persuade them either to burn coal efficiently or make their 


‘ke in harmless places. The relation of monopoloid industries to welfare is 


effectively discussed; the tabu on technical terms prevents Professor 
‘igou from clarifying the tie-in of this problem with that of external econo- 


mies in this chapter. 


Chapter VI sketches Professor Pigou’s views on unemployment and fluc- 
tions. It is notable chiefly for a cogent argument (pp. 97—98) for anti- 


luctuations policy in preference to anti-stagnation policy. Its views of 


icy possibilities, though, are incomprehensibly narrow; fiscal policy, for 
nple, is represented as purely a matter of timing public works—with no 
< side visible. Chapter VII is a workmanlike but pedestrian account of 


“distribution of income among people.” 


ALBERT G. 
Columbia University 


monde de Sismondi als Nationaléikonom. Vol. I. By ALFRED AMONN. 
Bern: Francke. 1945. Pp. 516. Sw. fr. 12.50.) 


lhe economic work of Sismondi has been classified as belonging to either 
two genres. It has been characterized somewhat disparagingly as a piece 
unoriginal, adulatory, discipleship of Adam Smith (in the Richesse Com- 
ile of 1803), followed by a romantic and rather confused opposition 
ne Nouveau Principes and other writings from 1819 on)! to the views of 
ind Ricardo upon general overproduction. On the other hand, it has 
praised as the beginning of the economics of social criticism in reaction 
the classics, and even as an anticipation of Marxian doctrine, though in a 
lerate, “bourgeois” French version.? 
Professor Amonn’s undertaking of an objective reappraisal of Sismondi’s 
tk is therefore very much in order. The present book is the first of two 
umes on the subject, written on the occasion of the centenary of Sis- 
di’s death in 1942. In writing it, Professor Amonn has placed himself 


e the standard texts on the history of economic doctrine, particularly A. Gray’s De- 
nent of Economic Doctrine, but also Schumpeter’s Dogmengeschichte, and Aftalion’s 
e economique de Simonde de Sismondi. Salis’ biography is a work by itself. 
See, in part, Gide and Rist’s chapter on “Sismondi et les origines de |’Ecole critique” in 
r well-known text, but particularly H. Grossmann’s study on Sismondi. 
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under the most severe restrictions of topic, rather too severe for the success 
of his enterprise. Except for a very few introductory remarks, he has omitted 
to put Sismondi’s work into the environment in which it was written. Ther 
is only the scantiest indication of Sismondi as the citizen of Geneva, th 
“citadelle de l’esprit libéral, une ville britannique au coeur du continent,” 
or the friend of Mme Staél and the sympathetic contemporary of Robert 
Owens. It may, further, perhaps be defended as an appropriate division of 
labor to leave Sismondi’s work as constitutional historian to the historica| 
experts. But Professor Amonn has treated Sismondi’s first large work on 
economics® so completely on its own merits that its interest as the predeces- 
sor of Sismondi’s later writings in which he formulates doubts about th 
classical theory is almost wholly neglected. 

As a result, the painfully meticulous emphasis of the book is on a large 
amount of theoretical detail. By almost archaeological exposition Professor 
Amonn is at some pains to establish Sismondi’s independence fron, , 

ther progress beyond, Adam Smith. This attempt is certainly justified 
so far as it is necessary to correct the impression that, in his first work 
Sismondi was no more than “a young man, content to be a not very critica 
follower of Adam Smith” (A. Gray). But Sismondi’s originality would seem 
to lie not so much in his variation from Smith in the definition of wealth, 
capital, or money or price, but rather in those parts of his first work whi 
point toward his later writings: that is, in the application of the physiocrat 
idea of the ‘‘tableau économique,” which in Sismondi’s hands takes t 
shape of an attempt to treat the economy as a process in which the social 
capital (by him expressed in terms of “accumulated labor’’), besides 
periodically reproducing itself, produces a net product, the national income; 
further, in the attempt to say something about the quantities involved by 
measuring what he calls the ‘‘velocity of circulation of capital’’; and fina 
in the attempt to measure economic progress, stagnation or regress, | 
what he calls the “balance of national receipts and outlay.” 

This part of Sismondi’s economics (which he rather ingeniously develops 
is an argument against the mercantilists of his time: the progress of a 
economy does not depend on the balance of trade, but on the balance 
nd outlay for the economy as a whole) Professor Amonn does 


receipts a 
course not overlook. But it does not receive the emphasis it deserves 
comparison with the many minor issues of purely logical precision wh 
Professor Amonn stresses. An analysis of this interesting mixture of elem 
from physiocratic ideas and from the Smithian scheme (the overemphasis 
labor as source and measure of value), plus a curious labor theory of capit: 
.ccumulation, would have put Sismondi (together with the Malthus of 1 
Principles) into a tempting relationship to the Physiocrats, Say’s Law a! 
certain more modern economic thought, and it would also have prepared t 
ground for the evaluation of his later writings. For it does not seem t 
much to say that Sismondi’s later concern with what has come to be cai 


The pr t volume concerns itself exclusively with the ““De la Richesse Commerci 
e, appliquées a la Législation du Commerce. 
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y’s Law is a direct development of his earlier ideas of the “‘balance of 
eipts and outlays,”’ and here probably lies what theoretical significance 
mondi has. It is a pity that Professor Amonn did not permit himself to be 


nticed by these more speculative aspects of his subject, beyond the state- 


nt of his agreement with Sismondi (p. 82) that this part of the latter’s 


conomics is “absolutely new.” 


Py 


+ 


[he book is divided into three parts. The first, about one hundred pages, 


ntains Professor Amonn’s summary of Sismondi’s book; in the second part 
rofessor Amonn has attempted to avoid the tedium of giving a complete 


islation of the Richesse Commerciale by connecting with his own prose, 
apter by chapter, consecutive selections from the original in German 


ranslation. This attempt is largely successful, although it would have 


ined by a closer documentation of Professor Amonn’s selections. In the 


ird part follow a number of detailed criticisms, frequently consisting of 


mparisons between Sismondi and Adam Smith and unnecessarily ele- 


entary comparisons between Sismondi’s and more modern economic 


aeu!l 


finitions. Professor Amonn’s language is extremely clear and precise, and 
whole book is done with scrupulous impartiality and great care. The 
nd volume is to deal in the main with Sismondi’s second major work, the 
cau Principes de l’Economie Politique. 

H. K. ZASSENHAUS 


H yf stra Colle ge 


lisation, Gaspillage, Prodigalité. By JEAN LuHommMe (Paris: Librairie de 
Médicis. 1946. Pp. 112. 90 fr.) 


[his isan essay on economic waste. Waste, according to the author, arises 
enever economic goods are incorrectly used. The degree of waste is 
isured by the difference between the utility actually furnished by an 
nomic good and the maximum utility it is capable of furnishing. 

lhe author’s objective is primarily taxonomic, viz., the development of a 


et of criteria by which waste and its contrary, utilization, may be classified. 


e author believes that in economics more than in any other science, 


definitions and classifications are what are most lacking” (p. 8). According 


e author, waste and utilization may be classified by its degree, whether 
plete or incomplete; by its nature, whether correct or incorrect; by the 
ject of the utilization (waste), whether an individual, a group, and so on. 

It must be said that the author’s approach is unsatisfactory chiefly be- 
use of the lack of a careful analysis of the concept of waste which leads 
to apparent paradoxes. Thus, two of the categories of waste the author 


levelops are: (1) “‘correct waste’’; (2) ‘necessary waste.”’ The author clas- 
hes luxury as a “correct waste” because it involves excessive but not 


urd expenditures. The excessive character of a luxury expenditure comes 
m the fact that it is not a necessary expenditure. On the other hand, any 
penditure which is excessive and absurd, e.g., some form of extravagance 
odigalité), is “incorrect waste.”’ The author hastens, however, to add that 


uxury and extravagance are not absolute concepts but relative to the in- 


vidual, his circumstance, etc. 
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The concept of “necessary” waste arises when the author discusses 
whether some countries are more wasteful than others, e.g., prewar United 
States vs. prewar Germany. The author recognizes that some waste in hjs 
sense is unavoidable and that the process of removing waste may in many 
cases be more wasteful than the original waste. Hence, actually the United 
States may be relatively less wasteful than other countries even though the 
foreigner may be impressed by what he regards as its wastefulness. Almost 
wistfully, the author, writing in a Europe seeking to rebuild her war-shat. 
tered economy, states that perhaps... “the level of an economic societ 
may be measured by the volume of resulting waste (gaspillages effectués) 
(p. 84). 

These verbal difficulties and paradoxes in which the author becomes ep. 
meshed stem from the lack of a clear concept of waste. Waste, as the author 
seems to realize from time to time, cannot be defined except in terms of , 
means-end relationship. Presumably that is what the author has in mind 
when he defines waste as the incorrect use of economic goods. But to discuss 
the correct use of economic goods involves something the author fails to d 
viz., a discussion of ends, and the factors that prevent the most rational us 
of the limited resources available to attain these ends such as may be found 
e.g., in Professor A. B. Wolfe’s “ ‘Full Utilization,’ Equilibrium, and the 
Expansion of Production.’ 

BENJAMIN CAPLAN 

Washington, D. C. 


Grundlehren der Nationalikonomie. Eine Einfiihrung in die Wirtschaj 
betrachtung. By EUGEN BOnLER. (Bern: Francke. 1944. Pp. 240. Sy 
fr. 10.50.) 

Volkswirtschaftliche Grundbegriffe und Grund probleme. By ALFRED AMONN 
(Bern: Francke. 1944. Pp. 221. Sw. fr. 9.50.) 

As may be expected, Professor Béhler’s admirable fundamentals 
economics has no precise counterpart in the English language, since texts 
are written to meet definite local needs and the Swiss system of higher edv- 
cation differs in some essentials from the American system. The book recalls, 
however, J. R. Hicks’ “Social Framework,” not because of its content ! 
because of its conciseness and the general high level of competence. Ev 
though a textbook may not contain any original contribution, it is usua 
possible to tell whether it has been written by a master or not. 

A general introduction and a section on economic institutions take up t 
first fifty pages. This part contains little more than an outline and a set 
definitions. In the next fifty pages, Professor Béhler manages to give 
thorough picture of the economic process in terms of an aggregative circula! 
flow. Unlike Hicks, Béhler does not present statistics but rather gives a 
semi-dynamic picture of the economy in terms which one would be tempt 
to call Keynesian were this term not so much abused. At the same time tht 
major pitfalls of the aggregative macro-economic approach are successful!) 


' Quarterly Journal of Economics, August, 1940, pp. 539-65. 
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avoided. For Professor Béhler shows clearly throughout the rest of the book 
w the aggregative quantities are themselves formed through the working 
e price system. 

[he discussion of the pricing both of goods and of the factors of produc- 
again differs from the one usual in American texts. Graphs are com- 
pletely absent, and there is little discussion of monopolistic or imperfect 
competition. On the other hand, the use of the framework of general equilib- 
rium theory enables Professor Béhler to present the economy as a working 
system of interrelated magnitudes. And this compensates greatly for the 
absence of a detailed partial equilibrium analysis. There is also a much 
ereater awareness of the role of the state and of the limitations of competi- 
tion by individuals, whether by workers or by entrepreneurs. This is per- 
haps only natural in a continental-European text. A fairly convincing case 

is argued for some form of continuing government intervention. 
lhe book ends with a discussion of business cycle problems. This is, 
however, no more than a sketchy listing of the major points obviously in- 
ended only to prepare the student for things to come. Throughout the 
book, Professor Béhler treats most of the subjects customarily discussed in 
introduction to economics. But with the exception of money they are 
treated as if the Swiss students were expected to hear more about the sub- 
ject elsewhere. Factual illustrations are used scantily. The figures most ex- 
ensively used come from Professor Douglas’ study of the production func- 


\ltogether this reviewer has gone through the unusual experience of 
njoying the reading of an introductory text. Writers of American texts 
might find it suggestive to look through Professor Béhler’s book and to see 

e excellent way in which he was handled the problem of aggregative 
equilibrium. 

On the other hand, Professor Amonn’s introduction to economics is de- 
iberately written at an extremely elementary level and is primarily con- 
cerned with definitions of fundamental concepts of the more familiar sort, 
vithout much evidence for the student concerning the ways in which they 

actually used. The newer developments in economic analysis receive no 
eatment. 

W. F. STOLPER 


Swarthmore College 


National Economies 


Private Investment in a Controlled Economy—Germany 1933-1939. By 
SAMUEL Luri&. (New York: Columbia Univ. Press. 1947. Pp. xvi, 243. 
$3.00.) 


This volume is of peculiar interest to the reviewer, since it is indirectly 
‘ result of an idea which was born in 1940 and which was responsible for 


instituting Dr. Otto Nathan’s extremely useful study, The Nazi Economic 
\ ystem, published in 1944. The author of the volume under review assisted 


BOOK REVIEWS 6 


usses 

nite | 

most 

ithor 

| 


670 THE AMERICAN ECONOMIC REVIEW 


Dr. Nathan in the research for the earlier study and in so doing began his 
work on the present volume. 

It is unlikely that we shall ever have a more useful study of investment as 
it was carried out under the nazi regime than is furnished by this book. Con- 
ceivably data may later become available which are not now at hand. Dr. 
Lurié has, however, from the standpoint of economic analysis, given us 
about all we need to know to understand how this important phase of the 
nazi economy functioned. It is a most useful extension of the more limited 
treatment of the subject in Nathan’s larger study. From the theoretica| 
standpoint it is a very substantial contribution also. 

Three sentences from the author’s own “Summary and Conclusion” 
might serve as an epitome. “The principle of production and investment in 
terms of private entrepreneurial motivation, and the corollary functional 
economic relationships had been essentially maintained. However, a state- 
controlled regulatory apparatus superseded the operation of the traditiona 
price and market mechanism... , in the Nazi economy the elimination of 
the automatic regulatory function of this mechanism was virtually complete.” 

Dr. Lurié points out that public spending was the energizing force in the 
economy. This public spending itself, since it was according to plan, was a 
factor in insuring that investment take place in the heavy industries and 
those of the autarkic type. This public spending produced an unusual degree 
of business liquidity and in turn made possible the financing of enlarged 
industrial capacity through the use of corporate surpluses and reserves. 

The huge expansion of corporate surpluses, which the restrictions upor 
disbursement of corporate earnings kept out of the hands of both potential 
consumers and private investors, needed only the system of government 
priorities and limitations upon the expansion of consumer goods industries 
to produce the volume and kind of investment which the planning authori- 
ties wished. Institutional and forced savings increased as individual savings 
by both lower-income and higher-income groups declined. 

This process of corporate capital formation was greatly facilitated by th 
stabilization of prices and particularly by the freezing of wages. The volume 
of wage payments swelled tremendously while wage rates remained largely 
unchanged. Corporate profits increased but the nazis had in effect largel) 
destroyed the private character of industrial corporations while actuall 


strengthening the authority of corporate managment vis-a-vis both workers 


and stockholders. 

Dr. Lurié’s book is, in effect , an admirably clear and well-written account 
of how the nazis made use of the modern corporate structure of industry 
direct and operate German industry for their purposes without ostens! 


1ationalization. In particular the author has covered in detail the processes 


I 
by which capital was generated and made available for the expansion 
German industry by the time war came to a capacity much above that 


existence when Hitler came to power. 
CALVIN B. Hooves 


Duke University 
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Report of the FAO Mission for Greece. (Washington: Food and Agriculture 
Organization of the United Nations. 1947. Pp. xi, 188.) 


Prepared before President Truman’s momentous message to Congress 
d the ensuing debate, a normally unexciting document that would under 
ordinary circumstances be read by specialists, assumes the magnitude of a 
iblic event. It represents a real contribution to our knowledge of the pres- 
ent dimensions of the Greek problem. 
The first FAO mission to go to any country visited Greece in the summer 
of 1946. It was headed by President Franklin S. Harris of Utah Agricul- 
| College. Its rapporteur was Mordecai Ezekiel. The report presents a 
terse analysis of the Greek economic dilemma together with eighty-nine 
concrete recommendations. At the outset it deals with immediate and tran- 
sitional problems, such as the present food shortage, problems of post- 
UNRRA relief, rehabilitation, inflation control and exports. The major 
part of the report is devoted to the long range proposals, including the utili- 
zation of water, agricultural technology, crops, soils, husbandry, agricul- 
ral education, extension services, cooperatives and fisheries as well as 
certain general problems of industrialization, emigration, civil service and 
taxation. Appendices deal with certain special aspects of the problem. 
Economists will read with special interest Ezekiel’s appendix, probably 
representing the most concise treatise on the problem of Greek economy 
written either before or after the Truman doctrine. Naturally, he recom- 
mends ey ter rationing and price controls, less reliance on indirect taxes 
and wider use of income taxes to reduce the present ‘“‘exceedingly unequal 
distribution of wealth and income in Greece,” reorientation of exports of 
tobacco, currants and raisins. No one will deny the necessity for a simplifi- 
tion of the tax structure. As he points out, twelve different taxes are 
cted on cotton at various stages in the manufacture and shipment of 
cloth between Thessaly and the factory at Volos. In view of the events that 
since taken place, both in Greece and in this country, readers will be 
rested in his statement that “military expenditures make up such a 
rge part of the Greek budget that it will be difficult to prevent inflationary 
‘es until these expenditures are materially reduced.” The opposite 
s, of course, taken place since. The reviewer agrees with his conclusion 
t only mutual disarmament in this region will prepare the ground for a 
ul effort at recovery. 
The report is open to criticism on the ground that it dwells too much on 
ng-range vistas at a time when the Greek economy and the Greek people 
face tremendous odds and problems of critical immediacy. More could have 
said on the uneconomical distribution of agricultural products, the 
tterly inadequate price controls and the general weakness of the adminis- 
trative mechanism. We may assume, though, that a document of this kind 
nnot do more than allude to shortcomings of a government on whose 
tation the mission was sent over to Greece. 
\mong other things, the mission proposed an international loan for 1947— 
‘8 of at least 100 million dollars. This amount appears to the present re- 
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viewer as totally inadequate, in view of the fact that it was to be used for 5 
reconstruction plans of a fairly ambitious character, and that the Greek 9 
government would at the same time have to continue certain relief actiyj. 
ties, vastly exceeding its foreign exchange resources. The United States js 
now spending in Greece thrice that sum. The mission proposes hydroelec. 
tric projects that would generate as much power as the Hoover Dam and 
irrigate an area about one-third as large as the irrigated land in California 
Anything of that magnitude would require a new approach to the whole 
problem of international lending. Under present circumstances it will be 
difficult to proceed much beyond the map stage. 

Some readers will feel that the recommendations regarding the develop. 
ment of agricultural colleges and extension work were based on experienc 
in the United States rather than on present day possibilities of a desperately 
poor Balkan country. Certainly many Greeks will doubt the feasibility of 
much of the agricultural research, including a Bureau of Rural Socia! 
Science, Bureau of Home Economics et al., which the Mission envisages 
However, as long-term goals these projects ultimately will have to be under- 
taken if there is to be any solution of the typical Balkan disease: agricul- 
tural overpopulation and underemployment. 

It is regrettable that other international organizations have not mad 
available to the public the results of their economic research. UNRRA, 
now terminated, maintained an economic staff in Washington, London and 
in the missions. Their reports contain invaluable information about th 
urgent problems of the immediate postwar period. Most of it is classified as 
confidential and may never be available to students of international prob- 
lems, who will be grateful to FAO for releasing the present study. 

FRANK MUNK 


Re d ( ‘olle ge 
Economic Systems; Postwar Planning 


The Bill of Social Rights. By GEorGES Gurvitcu. (New York: Internationa 
Univs. Press. 1945. Pp. 152. $2.00.) 

In these days when the British labor government is attempting to put 
into operation a long-term labor philosophy at the same time that it is 
running a government concerned with a myriad of pressing details a1 
urgencies, this little study by Georges Gurvitch presents a blueprint for a 
democratic socialist society which might be of help to Britain’s distraught 
leaders. It attempts to stress and to protect the democratic concepts and the 
rights of the individual as a worker, consumer, and citizen. The aut! 
traces the many bills of rights which have been drawn up by men in t 
search for greater democracy and greater equality, starting with the Bil 
Rights voted by the French National Convention of 1793, when the im- 
portant policy was expressed that “man can hire out bis services, but he ca! 
neither sell himself or be sold.” Furthermore, it declared that “Society owes 
maintenance to unfortunate citizens, either through procuring work fo 
them, or assuring means of existence to those who are unable to work.’ 
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The French Constitution of 1848, following the ‘‘June Riot,” urged that the 
Republic assume the responsibility of protecting the citizen “‘in his personal 
life, in his family life, in his religion, in his property, and in his labor, and to 
nut at the disposal of all, the education indispensable to all men.” The 
Social Constitution of 1848 obviously moved one step forward in the 
recognition of the individual as a citizen and a worker, and served as a basis 
for the establishment of “industrial democracy.” 

Subsequent bills of rights, which include the Weimar Constitution of 
1919, the Constitution of the Spanish Republic of 1931, and the three bills 
of rights proclaimed in the Union of Soviet Socialist Republics of 1918, 
1924-25, and 1936, reflect the dynamic, historical changes which have taken 
place. Gurvitch considers them as attempts to “‘socialize without reinforcing 
the State.” He is disturbed, however, by the fact that the bourgeois state 
and the socialist state articulate these rights “‘in their capacity as servant, 
protector, benefactor, and master.’’ The groups directly concerned are 
largely passive beneficiaries rather than active participants. The author, 
therefore, evolved a bill of rights for the future which protects the worker, 
the consumer, the citizen and the common man; which allows for a program 
of economic planning and precludes totalitarian control because it depends 
upon the active participation of all of the groups. His is a pluralistic pro- 
gram. The political state is to function along with an economic and social 
program of control in which the aforementioned groups are all active 
representatives and participants. He reaffirms the rights of men as individ- 
uals, but he adds to these rights the responsibility of the government to 
provide the right to work, the right ‘‘on an equalitarian basis in the control 
of management and profits of factories, enterprises, professions, and in- 
dustries.”” His bill of social rights provides that the property of trusts, 
cartels, banks and insurance companies is to become social property, and 
that the individual is to have certain freedom and capacity for defending his 
rights by appealing to courts of various kinds. The supreme court which will 
be the highest tribunal will render decisions in the interest of a pluralistic 
economy which is concerned with protecting both individual and collective 
iberty as well as individual and collective property. 

There are a number of points in his bill of social rights which might be 
arefully considered by labor economists today. It stresses the right of a 
worker to join any labor union he chooses or to form and organize new 
unions, and that the freedom of a particular labor union is limited only by 
the liberty of all other unions. The author feels that this would be possible in 
a society where industries are owned collectively and operated by state or 
national economic organizations. This would mean that the closed shop 
nd the closed union could be eliminated in a society where government 
planning agencies have a responsibility to bargain collectively with any and 
all groups of workers, consumers, etc.—an intriguing thought! 

rhe author further includes in his bill of social rights measures for pen- 
sions and labor shares (a part of the sum total of value produced by the 
worker but held by the economic organization)’which are to be returned to 
the worker when he reaches the age of retirement. 
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The point is emphasized over and over again that “organizations of 
industrial democracy without economic planning are only shadows deprived 
of reality, and economic planning without industrial democracy is simply a 
reinforcement of domination and oppression of workers as well as con. 


sumers.”’ 
THERESA WOLFSON 


Brooklyn College 


Statistical Methods; Econometrics; Economic 
Mathematics; Accounting 


Introduction to Mathematical Statistics. By Paut G. HoEL. (New York: John 
Wiley and Sons. 1947. Pp. x, 258. $3.50.) 


In spite of the fact that we have had a year of unusually successful pro- 
duction of comprehensive treatises on mathematical statistics (Cramér’s 
American edition, and Kendall’s two-volume treatise), Professor Hoel’s 
Introduction to Mathematical Statistics—although much less ambitious— 
deserves serious attention. There are two reasons for calling attention to 
this work: (1) it is the initial volume in a series edited by Walter Shewhart 
which promises to become the much needed encyclopedia of modern statis- 
tical methods; and (2) it is the first concise text covering modern statistica! 
methods on a beginning level. Both reasons make this new contribution to 
statistical literature noteworthy to the economist who, unless a specialist in 
mathematical statistics, is frequently at a loss when confronted with prob- 
lems and methods involving statistical patterns of thought. 

Hoel’s book falls into two parts. The first seven chapters cover primarily 
the field of classical, large sample theory. After a brief introduction, Chap- 
ter 2 deals with the concept and analysis of empirical frequency distribv- 
tions. Chapter 3 discusses uni-variate theoretical frequency distributions 
Chapter 4, the concept of random sampling and sampling distributions 
Chapters 5, 6, and 7 expand the previous discussion to bi- and multi-variate 
analysis 

Beginning with Chapter 8, the student is introduced to modern statistical 
theory via small sample distributions; non-parametric methods (Chapter 
9), and chi square (Chapter 10). Chapters 11 and 12 deal with tests of hy- 
potheses, estimating procedures, and the design of experiment. The appen- 
dix includes tables of squares, of the normal distribution, and of the c! 
square, and # and F distribution. 

In view of the small size of the book, the number of topics covered 
surprising. Many of the subjects treated cannot be found easily, if at all, i: 
introductory texts; e.g., a discussion of moment generating functions i 
Chapter 3, of discriminant fuctions in Chapter 7, of runs and serial corre- 
lations in Chapter 9, and of sequential analysis in the last chapter. 

This work is clearly written, and the presentation is well planned. T! 
subject matter is given in concentrated doses without unnecessary waste ol 
words or space. Due stress is placed on the technical aspects as well as on 
some of the stochastical patterns of thought. The mathematical language 
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should be well within the reach of anybody who went through a calculus 
course on the conventional undergraduate level. 

Each chapter is provided with a brief but happily chosen and carefully 
annotated bibliography (Cramér’s book is not yet included) and with a 
series of well selected exercises and problems. Numerical examples through- 
out the text make the book attractive both for classroom use and for self 
study. 

A student who has mastered Professor Hoel’s text will be able to tackle, 
with relative ease and confidence, the more comprehensive modern treatises 
in the field. And, he will also have acquired a smattering of terminology and 
a synopsis of modern statistical methodology, equipping him with the 
background necessary for following some of the specialized, periodical 
literature. This is a compliment that cannot easily be paid to other available 
introductions of equal size and simplicity. 

From the economist’s point of view, two limitations appear. Since the 
book was not written for economists, no attention is paid to some of the 
statistical procedures that are usually found in books on “statistics for 
economists.’’ Most regrettable in this respect is the lack of treatment of 
time series analysis. The applications are taken primarily from the fields of 
quality control and biology. 

The other limitation, which is more serious, is due to a shortcoming in the 
present education of young economists, 7.e., to their lack of skill in using 
quantitative language. 

Although the mathematics used by Professor Hoel is elementary in the 
sense that he uses no more complicated procedures than those known to an 
undergraduate student who has taken an elementary course in calculus, the 
book is in general beyond the level of the average student in economics. This 
is particularly depressing, considering that more efficient mathematical 
patterns are being introduced into statistical textbook literature (e.g., the 
already mentioned book by Cramér uses point set theory throughout). 
Thus the resulting ‘“‘mathematical lag’”’ in the education of young econo- 
mists who intend to use modern statistical techniques is increasing. This 
situation is a rather disquieting outcome of our present system of educating 
young economists and unless remedied only a few future economists will be 
ible to benefit from such textbooks as Professor Hoel’s. 

J. E. Morton 


Cornell University 


De Verstarring der Productiekosten. By P. J. VERDOoRN. Netherlands 
Economic Institute. (Haarlem: Erven F. Bohn N.V. 1943. Pp. xvi, 
174.) 


The author of this doctoral thesis on “‘The Increasing Rigidity of the Cost 
of Production” sets out to test statistically the generally held theory that 
the cost of production has become less flexible. The flexibility of the cost of 
production is defined as the ratio between a percentage change in the cost of 
production and a percentage change in the value of output. This monetary 
concept of cost flexibility can easily be reduced to a combination of the 
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elasticity of “‘real’’ costs and a number of price elasticities of supply in the 
following way: 
Elasticity Elasticity 1+ elasticity of supply of factors of production 
of cost of real costs 1+ elasticity of supply of finished product ° 


Where there is more than one factor of production the various elasticities of 
real cost and of the supply of the factors of production have to be weighed 
appropriately. 

The striking result of the study is that on the basis of all statistical eyj- 
dence, with one exception, the elasticity of real costs—that is in particular 
the flexibility of the use of labor in response to changes in output—shows an 
increase if more recent periods are compared with periods longer ago. The 
author proves this with a number of correlation calculations comparing the 
volume of output with the volume of employment over sufficiently long 
periods before and after 1914 to obtain quite significant results. His ex- 
amples cover industrial production in the United States and the United 
Kingdom and coal production in France, Belgium and Germany. The in- 
creasing elasticity found is striking in many cases. Thus in the United States 
a change of 1 per cent in industrial production is found to be accompanied by 
a change in comparable employment of .57 per cent in the period 1901-14, 
and .86 per cent in the period 1923-37. Similar increases in flexibility ar 
found in the other cases treated, with the flexibility in the coal mines at or 
above unity in the postwar period, indicating a remarkably clear case of 
increasing costs. With regard to the elasticities of supply, both of the factor: 
of production and of the final product, the author is confronted with the 
traditional difficulty of deriving a supply curve from a set of prices and 
quantities of output and being sure that it is not a demand curve. He argues 
that the coefficients he finds are elasticities of supply; it would appear from 
his formulae, however, that they are a combination of the particular elas- 
ticity of supply he wants to measure and elasticities of supply in other parts 
of the economy, without a clear separation of the various elements being 
possible. However this may be, if one considers not the individual quasi- 
elasticities of supply but the fraction in the definition given as a whole, it is 
found from Verdoorn’s statistical analysis that the net effect of the relevant 
price factors—selling price, wages, raw material costs—has, in the United 
States, also tended to move in the direction of greater flexibility with re- 
spect to changes in output. In other words—a conclusion which the author 
does not draw—there is now a greater tendency towards stability of profits 
over the cycle than there was before 1914. 

These conclusions are important enough to deserve careful attention and 
equally careful checking. The statistical significance of the results is test 
by Dr. Verdoorn and proves on the whole satisfactory. In some of the mate- 
rial a further check might be made as to the comparability of the pre-1914 
and post-1914 material: changes in the coverage of index numbers might 
well affect their cyclical variability. 

The book is well provided with tables and diagrams to bring out the 
successive stages of the analysis. There is a four-page summary in English, 
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which, however, is hardly sufficient to enable those not familiar with Dutch 
+o follow even the tables. (In the English summary on page 170, nz,, is de- 
fined as “‘price flexibility of real costs,” the word price obviously being re- 
undant and extremely confusing.) 
Those interested in correlation techniques will find, as Appendix B, an ad- 
istment for a regression coefficient based on a multiple correlation with a 
lag. If %-», Tinbergen finds a,» by correlating 
nd writing @:»=a,;+a:,1. As Verdoorn shows, a reduction coefficient is 
required here, which he derives and tabulates. 
J. J. Porax 
Washington, D.C. 


Business Cycles and Fluctuations 


Economic Policy and Full Employment. By Arvin H. HANSEN. (New York: 
McGraw-Hill. 1947. Pp. xii, 340. $400). 


[he critical discussion of his earlier writings, the appearance of notable 
works by Sir William Beveridge and others, the public acceptance of full- 
employment objectives abroad and to some extent at home, but most of all 
perhaps, the problem of redirecting our economic life from war to peace 
must have seemed to Professor Hansen to call for a restatement of his own 
views. His present book reflects all these stimulants. It is clear that Pro- 
fessor Hansen has read his critics and met their views at many points, so far 
as he could without sacrificing his major thesis. The result is a less vulner- 
ible argument. It is clear, too, that the force of his exposition has been 
ined by close study of Beveridge’s largely parallel efforts. In the main, 
wever, the book is a positive restatement, from the standpoint of the 
present postition of the United States, of Professor Hansen’s program for 
promoting our social welfare by public action and control. 

The book is remarkably brief for the magnitude and number of issues it 
vers. Background material apart, it takes Professor Hansen just 150 pages 
set out his own position and to deal with some leading alternatives. The 
mpression, no doubt, accounts for a neglect of the many quantitative 
sues that surround the subject and for a balder statement of his own 
views than the author would perhaps have wished. This might be less trou- 
e for the specialist, who is himself acquainted with the data and the lit- 
ture, and who wants to know what Professor Hansen thinks. But the 
book is “... intended for the students of economics in universities and 
leges as well as for the serious general reader who is interested in con- 
mporary economic analysis and policy” (Preface, p. viii). Would it not 
nave been wiser to give such readers more material on which to exercise 
their judgments? 

The book opens with two thrusts to guard the flanks of the main attack. 
Che first is a quick recognition of the present inflationary pressures and 
stresses the need for managing an employment program to avoid not only 
depression but inflation. The second is a brief defense of a policy of positive 
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public action against the ultra-individualist attacks of the Mises-Hayek 
forces. Protected by these defensive jabs, the materiel for the campaign js 
prepared. Two chapters provide the heavy weapons. The first is a lucid ex. 
position of the concepts of national product, its components, and their 
(arithmetical) relation to government fiscal operations. The second is ap 
analysis of aggregate demand which stresses the increasing need for addi- 
tional private investment and for public investment and consumption ex- 
penditures to fill the widening gap left by private consumption as our 
economy grows richer. 

There follows then a brief glance at our allies in the shape of a summary of 
public employment programs in four foreign countries which is succeeded by 
a discussion of Congressional proposals in the United States and of som 
relevant institutional developments since 1933. The foreign employment 
schemes are treated almost exclusively from the standpoints of intention 
and program; they are supplemented by notice of Beveridge’s private pro- 
posals for Great Britain and of Copland’s for Australia and interlarded wit! 
explanation and comment by the author. It is a large area to skim s 
rapidly, but it does offer some impression of the extent to which proposals of 
the kind Professor Hansen favors have already established themselves as 
objectives and institutions in leading commercial countries. 

With these preliminaries out of the way, the campaign opens. Organized 
in three divisions, the first is the main operation. It proceeds by six rout: 
towards the objective of full employment: taxes, interest rates, wages, co! 
sumption, and private and public investment. The mission of the second 
division is again flank protection. It takes out three rivals who are after the 
same prize: the subsidizers of consumption like J. H. G. Pierson, the interest- 
free financers like Simons and Mints, and the idle-money taxers. The job 
of the third division is consolidation of conquered territory. It must meet 
the inflationary pressures of a full-employment program, maintain stability 
and manage the debt acquired in prosecuting the campaign. 

This heavy military metaphor is advised. Professor Hansen’s book is pri- 
marily advocatory and programmatic. But the metaphor should not 
carried too far or given too negative an interpretation. There is much good 
and relevant analysis in the volume, and the plan of campaign clearly re- 
flects Professor Hansen’s studied attempt to combine many weapons into a 
balanced operation. 

With something less than justice to the author, his major proposals maj 
be stated categorically: 

1. Calculate the national product required for full employment ané 
estimate the volume of private consumption and investment that may b 
expected at this level, other things being equal. 

2. Draw up a schedule of useful public expenditures in both the consum| 
tion and capital categories. 

3. Plan a national product large enough in total to employ the entir 
labor force and so divided between consumption and capital formation an¢ 
between private products and public products as to maximize the usefulness 
of the total. If the private expenditures first indicated are inadequate ' 
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vide full employment, stimulate them only to the extent that they repre- 
re urgent uses of our resources than do competing opportunities in 
employment. 
Manage the tax system to secure the desired volume of private con- 
and investment, and use the resulting revenues, supplemented by 
wing to whatever extent is necessary, to finance the desired public 


itures. 
5. Let the division of current revenues between taxes and borrowing be 
ned subject to the proviso that the national debt should not cumulate 
nduly high level relative to current income, lest the inflationary 
ssure of huge liquid assets require the imposition of undesirably heavy 
Provide for a high degree of flexibility in the structure and manage- 
of public revenues and disbursements to compensate variations in 
ite investment and consumption and to hold the balance between de- 


ind inflation.! 
\n important characteristic of the whole program is its tentative and ex- 
ental spirit. Nothing seems really essential at present except the con- 


tion that public action is required to secure the efficient use of our re- 


nd that the action should comprise some mixture of taxation and 
rowing, of public consumption and investment outlays, and some mix- 
of counter-cyclical management with longer-term objectives. In this 
tion—one’s lowest common denominator with Hansen, so to speak— 
wer heartily shares. 
is important, however, to look more closely at his more specific present 
sals, tentative as they are, and at the arguments by which he supports 
From this standpoint questions press about the reader consti intly, as 
be inevitable in a brief and programmatic work of this sort. 
might begin with the problem of calculating the expected volume of 
consumption and investment accompanying a full-employment in- 
Given the tax structure, consumption and saving are presented as 
; nage functions of net national product, “at least in the short 
‘As the Net National Product rises and falls, each of the dependent 
es [( eonaa taxes, and net savings] rises and falls in conformity 
fairly standard pattern” (p. 165). These are, of course, flexible 
es, and quite considerable variability might be covered by them. One 
impression, however, that Professor Hansen wishes to suggest a 
difference in this connection between consumption and private in- 
ent. And in the matter of percentage variability, there is no question 
he is right. From the standpoint of their effect on the net national 
ict, however, it is absolute differences that count. It would be interest- 
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fessor Hansen may have intended the contro] of commodity and labor monopolies to 

enth point in this list, but it is not clearly included. He gives prominent place to the 

uch monopolies, but he couples his treatment with optimistic speculation about the 

ent response of such groups to a sustained sellers’ market. Is he not too sanguine? 

n the relatively unified and socialistic atmosphere of Britain, Sir William Beveridge was 
) treat this problem more vigorously. 
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ing, therefore, to study the average absolute deviations of consumption from 
any reasonably calculated normal relation with net national product. With. 
out having carried through the calculation, the reviewer has the impression 
that the absolute differences between actual consumption and its calculated 
values will not turn out to be drastically smaller than the absolute varia. 
tions of investment.? 

However this may be, Professor Hansen does indicate in other passages 
that the income-consumption relation is variable (p. 44). And he right}; 
stresses the uncertainty surrounding the relation between consumption a) d 
income in a situation we have never experienced except in wartime—sys- 
tained full employment. Professor Hansen argues that in these conditions 
we should expect consumption to reach higher rates than we have hereto. 
fore known at comparable income levels. The propensity to consume with a 
given income structure will be higher because people will have grown up t 
their higher incomes and because, in more secure circumstances, they wi 
see less need to provide against the possibility of low incomes in the futur 
The distribution of incomes will favor higher consumption because, com- 
pared with the peak of cyclical expansions, profits (and calculated deprecia 
tion rates) will be reduced by price competition and by labor union pressur 
for higher wages. The argument is persuasive, but, like many other things 
in this area, seeing is believing.’ 

Turn to private investment. Professor Hansen sets out his position i 
terms of a ‘‘normal rate of growth” or “growth criterion”’ (pp. 51 and 177 
et seg.) which defines the rate at which the economy can usefully and 
profitably absorb new capital as a steady matter. “The volume of 1 
private-production facilities that can profitably be added to the existing 
stock, year in and year out, is related to the rate of technical innovations 
and the rate of population growth. Beyond a certain amount, producti: 
facilities (capital goods) would become so excessive as to reduce the yield 
on an additional increment to an unprofitable level” (p. 51). As agai 
doctrines like Henry Simons’, that “the productivity curve for new capital 
is extremely flat; that investment proceeding at the maximum rate c 
sistent with high thrift, would have little effect for the significant future, 
even failing large accretions of innovation, on yields” (in the sense of 
marginal efficiency under free market conditions),* Professor Hansen’s pi 
tion seems almost certainly to be the right one. 


* T owe this suggestion to Professor A. F. Burns. 

Considerations that cut the other way may well cause some misgivings. Emerging froma 
depression some people are spending a large proportion of their incomes because they have hac 
to do without many commodities in poorer times; they are spending their incomes, and g 
into debt as well, in order to speed am expansion of consumption. With a larger sustained 1 
come, these people wil] “learn to live 50 per cent better” in the sense of being able to sav 
having satisfied urgent consumption requirements. As for profits, we are treading on sli 
ground. As Professor Hansen himself writes: “In a general situation of high aggregat: 
mand, competition between producers for the market is lessened”’ (p. 236). And while ur 
pressure will push wages up, prices may react with corresponding speed, unless price compel 
tion becomes more active. 

‘ “Hansen on Fiscal Policy,” Journal of Political Economy, April, 1942. 
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hnology and population, however, are not the only factors limiting 
of profitable investment of private resources.’ There are also 
listic bars to the market to which Professor Hansen gives tantaliz- 
brief attention in this connection (two paragraphs on patent reform, 
79-80), and there are limitations imposed by the number of potential 
prisers with access to capital and most of all, by the intensity of their 
risks, among them the risks of future price and cost changes. In this last 
nection, business cycle phenomena become of first importance, magnify- 
ng risks, creating fears which may have no reasonable basis but which can 
e very material effects and causing price distortions capable of dis- 
sing investment over considerable periods. Whatever the importance 
-ternal’”’ factors like technical progress as impulses, business responses 
them according to a pattern of their own, a marked characteristic of 
is the never-ending number of variations it seems capable of develop- 
n the simple theme of rise and fall. 

hese considerations suggest that if the restraints of cyclical and monopo- 
origin could be substantially reduced (obviously not an imminent de- 
ment), the residual limits imposed on private investment by the rates 
hnical advance and population growth might seem far less important 
hey now do. They also, and more emphatically, suggest that our past 
rience is but little guide to what the limits imposed by Professor 
nsen’s “growth criterion” are. Nor should we forget that the rate of 

il innovation may itself be highly variable. 
\ll this leads this reviewer to look with the greatest skepticism at Profes- 
Hansen’s suggestion that the average ratio of capital formation to gross 
| product during the years between the wars offers even a first ap- 
ition, as he thinks, of the rate of investment called for by growth 
ogress.® Does the deepest depression that the commercial world has 
own, combined with the domestic reforms and international dis- 
nces of the ’thirties, fairly balance the prosperous period of the 


? 


1 
i 


es! 
Professor Hansen’s “growth criterion” performs at least two functions in 
iment.’ It furnishes the basis for his view that external conditions 

t private capital formation from balancing full-employment savings, 
during intermittent boom periods (pp. 177-78). Hence the need to 
ment private investment by public outlays for investment and con- 
ion and by measures to stimulate private consumption. Secondly, the 
furnishes a basis for calculating the volume of private saving that 


ictors in the same class, stressed by Professor Hansen in other writings, are the 
on of supplies of natural resources and the rate of population movement. 


ear period, 1921-1940, gross private investment in business plant and equip- 
ounted to 8.9 per cent of the Gross National Product. Thus a gross investment in 
int and equipment of less than 9 per cent appears historically to represent the rate 
ent consistent with growth and progress” (p. 178). See also p. 51 where Professor 
akes the same kind of calculation for private capital formation as a whole. 
| function, important in other connections, is to serve as a key point in what he has 
t the causes of business cycles. 
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should be offset by some means other than private investment (p. 177), 

In the view of the present writer, the “growth criterion” is of questionab), 
value as an analytic foundation for a program of government action, and 
is unnecessary. There are two undeniable bases for such a program, bot 

stly stressed by Professor Hansen: the first is the demonstrated 
te pendability, in the sense of extreme variability, of private investment ex. 
penditures, and the second is the obvious usefulness of government ey. 
penditures in many areas, whether private outlays are adequate for fy| 
employment or not 

With respect to estimating the gap between saving and the volume of 
investment justified by growth and progress, an explicit attempt in this 
direction, if based on past experience, really would have some of the flavor 
of a bet on the “numbers game.” Scientific systems would be just about 
useful (consider the dependence of investment decisions upon expectatio 
and there would be the added disadvantage of not knowing when the nun 
bers paid off. In this area, we might as well be clear that we shall have | 
guess and feel, as well as “‘politick,” our way to decisions. The “growt 
criterion”’ will hardly be much use.$ 

he questions thus raised suggest another. Among the many useful fi 
tures of the book, one of the best is Professor Hansen’s constant stress wy 
the problems of maintaining economic balance at high employment lev 

‘Full-employment programs are loaded with inflationary dangers. To der 
that would be folly” (p. 234). To use Professor Hansen’s terminology, 
may be said that these dangers stem partly from unpredictable variations 
private investment about its “‘normal rate of growth,” as well as from var 
tions in consumption. Partly, however, they are due to the difficulty 
knowing what that ‘‘normal rate” is and consequently what normal rates 
public expenditures and taxation are indicated as complements. 

To meet this problem, Professor Hansen advocates a compensatory po 
a outrance. He would depend not merely on automatic stabilizers like so 
security systems and progressive tax structures, but also advocate varia 
in normal income tax rates at Presidential discretion, counter-cy 
variation of public expenditures, especially of construction expenditures 
and control of inventories. 

No one, of course, needs to remind Professor Hansen how difficult 
management of such a compensatory program would be. And though | 
tells his readers little about the many knotty and moot problems of tim: 


Li 


+} 


direction, volume, and administration that are involved, he does stress t 
they are difficult. Indeed, as Professor Hansen writes about it, the 
seems wholly impracticable. 

‘The public must also be educated to understand that any progran 
action that is introduced is subject to change as required by changing 
umstances. The government is dealing with a rapidly moving stream 


* Perhaps Professor Hansen means to say no more than that stimulation of investment wi! 
out regard to its usefulness is a wasteful route to full employment. His tentative identif 
of the rate consistent with growth and progress with that experienced on the average in the 
interwar period, however, suggests a more far-reaching intention 
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events. Conditions may quickly change, or the first judgment with respect to 
‘sting tendencies might, im a few weeks, prove to be wrong. [Reviewer’s 
ics.| The public should not be surprised if policies are modified or even 
ersed”’ (p. 250). 
[his reviewer agrees that a full-scale program for full employment in- 
lves a full-blown policy of compensatory action. One may well wonder, 
ever, whether it is wise, first to seek maximum results while our know]l- 
ive is so inadequate, and secondly, to expect the public to understand and 
lerate the frequent and sharp changes of course that inadequate know]l- 
ive will involve. What is at issue, at bottom, is how close an approach to 
employment we attempt to ensure by public action—when Congress is 
epared to tolerate any attempt at all. Professor Hansen would seek the 
closest approach possible, necessitating, as he clearly sees, a program of 
npensatory action and counter-compensatory action of extreme com- 
plexity. Alternatively one might advocate a steadier course of public ex- 
penditure and taxation. A necessary cost is to envisage less ambitious em- 
yment goals in order to provide greater leeway for variations in private 
penditure without running in constant peril of inflation. The cost is 
rious, yet this may be the more practical policy until surer means of 
bilizing private expenditures are at hand. 
[he few topics discussed above have exhausted the space of this review 
ut touching on Professor Hansen’s interesting views on taxes, debts, 
; and wages. These and many more subjects are worth notice and dis- 
cussion. But perhaps the most notable thing about the book is not any sub- 
ntive point but its frankly eclectic and experimental tone, its stress on 
need to combine many measures into a balanced program and to learn 
y tice. 
Moses ABRAMOVITZ 
Vational Bureau of Economic Research 


Price-Quantity Interactions in Business Cycles. By FREDERICK C. MILLS. 
(New York: Nat. Bur. of Econ. Research. 1946. Pp. xii, 140. $1.50.) 


[he interaction between prices and quantities over business cycles is of 
lamental importance. Mills studies this interaction in terms of the 

siness-cycle patterns developed for sixty-four series by the standard 
od developed by the National Bureau for studying business cycles. 

‘wo major areas are explored: (1) changes in price relative to quantity and 
iges in quantity relative to price; (2) detailed changes by business-cycle 
ges for aggregates and for commodity groups. 

Of the sixty-four value series employed, thirty-three represent American 
| products. Such a heavy weighting of agriculture reduces the confidence 
hn may be placed in the overall average cyclical pattern shown because 

igricultural series do not conform closely with business-cycle movements. 
For the average cyclical pattern shown by commodity groups, representa- 
tion also is generally too inadequate to be very trustworthy. This is partic- 
larly true of amplitude measurements. The series Mills employs to repre- 
sent commodity groups probably do not have an average amplitude repre- 
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sentative of the total commodity groups, but no evidence is presented op 
this point. 

Timing is somewhat blurred due to the fact that the “reference cycle” 
the period of general business cycles is employed for all series regardless , 
their timing. The result is good evidence on the diffusion of the business 
cycle, but the average cyclical patterns are blurred because all of the cy 
averaged do not begin and end with the standard cyclical low points. 

Is it proper to average the 1927 downswing with that from 1929 to 1933? 
The averaging together of the cyclical phases of all series at all times fo 
which the data are available ignores the differences between cycles. This 
method does not give satisfactory results if some cyclical movements are 
substantially deflected by a long cycle. Most of the measurements are for 
the average of all cycles, and yet Mills shows in footnotes that in the peace. 
time record prices play a substantially less important role than when war 
periods are included. 

Measures purporting to represent elasticity of demand and flexibility o 
price are computed. Mills points to many difficulties which the reader must 
keep in mind in interpreting these measurements, but the reviewer would 
question their significance without statistical adjustment for shifting 
demand curves. Mills suggests that his “‘coefficient of cyclical elasticity ma 
be thought of as a measure of the differential responsiveness of physi 
volume, and the coefficient of cyclical flexibility as a measure of the differ- 
ential responsiveness of unit prices.” This is confusing, however, because ris 
in price over the business cycle is partly a movement along the demand 
curve and partly a shift from one demand curve to another and because 
commodities differ greatly in the extent to which one or the other change is 
influential. The many positive measurements of demand elasticity wh 
Mills finds have equivocal meaning. 

In the final chapter Mills conveniently lists forty-four conclusions | 
which his study has led him. These are all thought-provoking, but non¢ 
them should be accepted uncritically. 

ELMER C. BRA 

Lehigh University 


The Divine Right of Capital. By C. E. Ayres. (Boston: Houghton Mifili 
1946. Pp. 214. $3.00.) 

Great crises always provoke criticism of accepted modes of thought, and 
the experience of the past eighteen years proves no exception. Soundly or 
not, men have begun to judge the efficiency of American capitalism by 
great depression and the world war that followed. These events chal 
the older principle that a self-regulating economy can assure stable full em- 

loyment. Likewise, they call into question the traditional liberal concep- 

m of the relation of the state to business enterprise as a whole. 

Professor Clarence Ayres long has been a vigorous critic of orthodox 
economic thought and policy. His present book maintains his record of 
sent, although changes of fashion in economics in recent years have render 
his indictment rather less novel and startling than before. His thesis is t! 
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sion is a normal tendency which brings about wars and revolutions. 
vho would conserve democratic institutions must find a way to 
depressions. He believes the correct road to be progressive taxation 
ented by deficit spending and social insurance. These measures will 
ite “excess saving,’ enlarge mass purchasing power, and match full 
ment output with effective demand. 
here is an obstacle in the path: the teachings of economists regarding 
ind saving.! These teachings impose a barrier to a more desirable 
policy. Capital, Ayres observes, refers both to money accumula- 
d to plant and equipment. Economists have perpetuated this con- 
By “long practice and by use of a multitude of adroit literary de- 
[they]... have been able to bring the art of double-vision and 
talk to a high degree of perfection” (p. 4). Hence the doctrine: 


mic progress rests on plant expansion; physical plant is capital, capital 


cumulation of money; money accumulation depends on saving; and 
: is essential to economic progress. 


contrast, Ayres argues, industrial expansion flows ultimately from ad- 


in science and technology, while money is simply a permissive 
m, a particular institutional arrangement for bringing about ex- 
in a system of capitalism (where money represents power). If 
umulation is not essential to expansion, the existing distribution 


ome on which it depends may be called into question. Since, for Ayres, 


ion is caused by oversaving, this distribution must be modified in 
of greater equality. 
he orthodox view, saving is a voluntary act by individuals who are 
sensitive to the interest rate. This means, Ayres says, that if the 
inity wants a railroad it must eat less food, which he finds absurd.? 
, Saving is chiefly a passive effect of the distribution of income; it 


ts rath r than restrains demand. Nor is it necessarily matched by off- 


} 


investment: in the ’twenties, excess saving was dissipated in inflated 
prices. In the ’thirties, it was responsible for depression and an ac- 
of unsold stocks. In result, the ‘“‘economists made a very up- 
‘discovery ... that saving and investment are not necessarily equal” 
For Ayres, they are never equal unless there is remedial action, and 
ssion is normal. Furthermore, he believes the imbalance is increasing 
se of the displacement of men by machines and the lag of wages be- 


| prices. 


ess saving thus poses the major problem of the book: ‘“‘our present 
to consume what is in fact currently produced, the failure which 


s the precast of current ey to be stored in warehouses or 


don the foreign market” (p. 59). As the solution, “All that is neces- 
ns the impression from Ayres that the profession is at one in these matters, single- 
ted to the perpetuation of “errors,” although at many points his argument itself 
vith substantial segments of professional opinion. 
ynomy such as the U. S. S. R., striving for a high rate of capital formation, saving 
ed to inordinate lengths to set scarce resources free to produce capital goods, and 
triction of consumption may come close to impinging upon food supply. 
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sary to do is to redress very slightly the present flow of income. That need 
not involve any modification of the foundations of Western society . , 
(p. 60). 

The objective is full employment, defined alternatively as “adequate” 
purchasing power (no unsold stocks at any prices?) and as jobs for all. Th. 
method is the elimination of excess saving (also referred to as “outrigh; 
hoarding” and “spurious investment’’). There are six ways for doing this 
First, a general wage increase (presumably with other prices constant) or 
general price decrease (with wages constant), initiated by concerted actio; 
this is “‘a consummation devoutly to be wished,” but Ayres considers it tog 
slow. Second, manipulation of the interest rate to stabilize investment, , 
doctrine the economists have fortified “with a great variety of subtk 
theoretical arguments, all of which, however, spring from the mythologi 
potency of capital’ (p. 86). Since investment opportunities are restricted by 
inadequate mass consumption, this is no remedy. Third, public works {- 
nanced by loans: the war proves this method will work, but Ayres believes 
such projects must compete with private business and so would compe 
socialization. Moreover, he holds such expenditure is inadequate to over- 
come deficiency of effective demand. Fourth, a Beveridge social insurar 
program: Ayres approves of this approach but questions its sufficiency. He 
does not discuss financing. 

Fifth, permanent deficit spending: Ayres favors this course unreserved]; 
arguing that the financing may be done either by bonds or currency, and 
that there is no problem of the debt burden, because every bond is match 
by an asset. Such spending would not be inflationary, he believes: output 
would increase but not prices, because restrictive (price-raising) measures 
spring from depression and would disappear with full employment. Pri 
inflation during the war, he contends, arose not from deficit spending 1 
from an inflation of costs, but solely from an enforced shortage of co 
sumers’ goods.* 

Sixth and last, “‘more progressive” taxation on personal and corporate 
comes (referred to on p. 110 as taxing “in direct ratio’’): this would wipe 
excess saving and return the proceeds to the income stream, although 
does not discuss forms of disbursement. Assuming a background of depres 
sion, Ayres looks for a multiplier effect to bring about expansion. Inves 
ment and capital formation would not be discouraged, but giant firms wi 
be checked in the internal accumulation of capital. At the same time, | 
wealthy could retain relatively high incomes and large possessions. 

Ayres regards his approach as a needed modification in capitalism t 
will conserve a democratic society. Dissenting from the highly conservat 
liberalism of Hayek, he denies that taxation and other regulatory measu! 
must lead to centralized planning and dictatorship. By acknowledgi 
serious problems at all under unregulated capitalism, Hayek resists ne 
concessions and so invites disaster. 

Ayres finds additional support for full employment and, by inferer 

’ This implies two things: that costs were not inflated during the war, and that once ex 


consumer demand is made up prices wil] return to a pre-war level even if full employment 
maintained. Both inferences seem to me quite doubtful. 
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need ‘s program in his theory of value. He dislikes the doctrine of the relativity 
z f economic values because, he holds, it renders wants as ‘“‘ultimate data” 
is inseparable from an unacceptable 18th century naturalistic individ- 
uate sm. In contrast, Ayres appears to believe in the objectivity of values in 
» The < sense: wants, methods of production, and commodities appear to have 
Tight r value objectively determined by an impersonal and inevitable process 
this n history, the progress of technology. This movement, which is ‘‘the real 
pee life process of mankind” (p. 187), appears to control the course of universal 
“Hor istory and the history of each society, and so to govern what shall be pro- 
foe luced, how production shall be carried on, and what relative quantities 
nt, a ods shall be available. Full employment (and in this none would disagree) 
ubtl promotes the expansion of technology, and so aids a vital force in history. 
Bi - The book has an attractive style and critical independence, and exhibits 
ed D} evident sincerity of purpose. Ayres has faced frankly some serious weak- 
ks fi nesses in the American economy, and has sought a remedy that he believes 
ueves will buttress democratic society at its points of greatest strain. Depression 
1p , matter of record. Strong support exists for the view that a higher con- 
over ption economy would be more stable (whether it would also be a full- 
a oyment economy, with real wages continuing to rise at the previous 
y. He ir rate, is another question). Considerable agreement exists that in- 
t does not always offset intended saving, that effective demand can 
eal t times be inadequate, and that public works and deficit spending are 
ang ssible correctives. Likewise, Ayres would find support for increased pro- 
oma veness of income taxation, particularly in place of regressive consump- 
itput tion excises during slumps. 
anes However, Ayres’s criticism of taxonomic difficulties involving saving and 
Pri il fails to reach his actual problem. By implication, he admits that 
ma y is necessary for capital formation. His real attack is against hoarding 
ts to save that are not offset by investment but instead diminish 
and employment. This is an objection to the principle of Ricardo 


d Marshall that an act of saving is always nesessarily also an act of in- 
. ent, and many would agree with Ayres’s criticism. There is less agree- 


vith his version of the cause of hoarding: that it arises solely because 

. nent is directly determined by consumption, which income distribu- 
<es inadequate. In truth, investment cannot a/ways be counted upon 

rt) what the community would like to save. Moreover, consumption 

the interest rate are not closely interlocked. But these points do not 
lidate functionally useful distinctions regarding capital, as money 
financial assets, or physical instruments. Nor do they overthrow the 
principle that in industrial societies, industry is made possible by capital. 
ng \yres would explain deficiencies of effective demand by underconsump- 
or oversaving). As I interpret the argument, it has two primary as- 
ptions: that the consumption function is at all times too low for all levels 
icome, and that the shape and position of the investment function is 
ely determined by the consumption function.‘ Full employment then 


oni ‘ In view of the serious failure of employment projections made in the Fall of 1945, the stabil- 
! the consumption function itself is doubtful, save possibly for short periods of time. 


a 
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becomes impossible without intervention to support purchasing power. 
because saving would exceed the amount of investment that consumption 
would make possible. Hence the conclusion: all we need do is transfer this 
measurable excess to consumption. The consumption and investment func. 
tions will rise and full employment will be attained. This is a kind of cetery; 
paribus reasoning: it assumes away other factors, such as the possibility 
that the whole investment function might be given a downward shift as the 
direct result of the imposition of Ayres’s tax program. As such, the objec- 
tion might be made that the whole argument is too static and mechanical, 

Moreover, if as Ayres says, savings always exceed investment and the 
gap is steadily increasing over time, the economy would undergo continuous 
contraction. Likewise, investment could never increase. Neither inferenc 
rests upon fact. 

Actually, investment fluctuates in time. The investment function shifts 
and its position cannot be considered uniquely fixed by the propensity to 
consume, even if the latter does exert some influence. Investment is a 
peculiarly sensitive form of expenditure, reflecting changing views of t! 
future and discontinuous changes in investment opportunities. While in- 
vestment is not at all times inadequate, as Ayres contends, situations ca 
occur when intended saving exceeds investment, and hoarding (deflatio: 
sets in. 

This suggests two conclusions. First, Ayres’s proposal would not assur 
stable full employment in an economy where private capital formation c 
tinues to be important. Second, the problem of effective demand must 
envisaged in broader terms: to find ways of stabilizing investment and | 
offset the effects of its fluctuations, so far as possible. The real trick is t 


accomplish these purposes without promoting inflation, unwisely curtailing 


capital formation, or blocking adaptations to changes in wants, resour 
and tec hnology. 
GEORGE H. HILDEBRAND 
University of California, Los Angeles 


Public Finance; Fiscal Policy; Taxation 


Taxation for Prosperity. By RANpotpH E. Pavut. (Indianapolis: Bobbs 
Merrill. 1947. Pp. 448. $4.00.) 

The author of this book was General Counsel of the Treasury and 
advisor to Secretaries Morgenthau and Vinson during the war and re 
version periods. He has a quarter of a century’s practice as a tax attor 
and has written substantially on legal aspects of taxation. 

‘he first and probably the most valuable half of his book is hist 
and might appropriately have been labeled ‘‘memoirs.” So far as the 
viewer is aware, this is the first history of American taxation that car 
down through the war and reconversion. Mr. Paul brings both literary sk 
and intimate experience to liven his narrative and a very readable story 


turns out to be. 


re- 


\ 
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\ lot of tax history was packed into the few years that Mr. Paul spent in 
Washington. It begins with conflict between two models of excess profits 
tion; it broadens into the seven billion dollars tax program of 1942; it 
ops interesting sideshows connected with the spendings tax, the pro- 
$25,000 ceiling on income, and compulsory saving; it thickens its 
is the sales tax goes down to defeat leaving the opponents gagging on 
ictory tax; it generates a new high of conflict in the debate over current 
ment (Ruml plan) and the Revenue act of 1943 (described in the Presi- 
dent’s veto message as “relief for the greedy”’); it mellows into something 
cordiality as Treasury and Congress unite for ‘“‘simplification” of tax 
edure; and it ends as it began with the excess profits tax, this stormy 
trel bowing itself off the stage but leaving two children, section 702 anda 
ck, for the further entertainment of the audience. 
(he historical presentation of the Ruml-plan debate and the inauguration 
ction at the source is especially interesting. Here was an unpremedi- 
d tax issue of which one senator could say that “‘in all the years he had 
in Congress he had not known such a sharp division of opinion among 
mest men.” It was praised as relief from an intolerable load of tax debt 
id double taxation; and it was damned as “‘almost as legitimate as horse 
’ Mr. Paul naturally stresses the Treasury’s side of the argument 
s chronicle is reasonably objective and extremely well told. 

hese were days when not all was peace and pleasantness on the Potomac. 
re was talk of taking the tax program out of the Treasury’s hands, so 
nse were the “vested irritations” that had developed. In retrospect, it 
irs that the verdict of history will support the Treasury’s central con- 
| that more of the cost of the war should have been covered by taxa- 
and that the direct tax system was not pushed to the full limit of its 
potential. On many other matters, too, the Treasury seems to 
ve had the weight of integrity and research on its side; its failure, if any, 
s to have been in political artistry and imagination. One gets an im- 
pression of some such limitation when he reads the reaction of a Congres- 
sional committeeman to the proposed spendings tax: ‘‘It’s just too compli- 
for an ordinary man like me to understand!” On the other hand, 

t a difference if the Congressman had really wanted to understand! 
\nyway, out of the heat of these many battles came a war tax program 
raised by taxation better than a third of our unprecedented outlays; 
illowed far fewer millionaires to slip through the meshes of the tax net 


on a similar earlier occasion; that achieved the extremely important 
vations of withholding and current payments, and that avoided resort 
) sales taxation, “urged by many powerful interests.’”’ To say the least this 


no mean ac hievement. Perhaps some counterpart of the war cross ought 

‘reserved for men like Paul and Blough who served their country with 

ction in the field of war finance and who endured much to keep the 
cord right on the home front. 

second part of the book, labeled “‘Problems of Future Tax Policy” 

mainly with overall economic aspects of public finance: business 

, cyclical budgets, excess savings, full employment, and so forth. The 


} 


4 
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author is not at his best in dealing with economic aspects of his subject and 
there is little in this section of the book that is distinctive. The philosophy 
is that of the New Deal and Sir William Beveridge. ‘‘The prudent and 
and conservative course is to gear our basic revenue structure to a defla- 
tionary situation” reserving flexibility for occasions when the problem 
reverses itself. 

The third part of the book, entitled ‘‘A Federal Tax System for th 
Future” contains some very good exposition of current federal tax problems 
in language a layman can understand. (Mr. Paul shows the effect of his long 
experience in translating Treasury research to the public.) Some of th 
chapters are regrettably short and choppy, leaving the impression that th 
author has merely assembled for this book a few popular speeches. Never. 
theless, his explanation of the various proposals for the elimination of th 
double taxation of corporate profits is one of the clearest and most intelligi- 
ble the reviewer has seen. 

The author’s postwar tax program can be summarized as follows: He is 
against general sales taxes but will accept without enthusiasm some special 
excises. The individual income tax should be broad and substantially gradu- 
ated; but there is such a thing as pushing the rates too high. Tax-exempt 
securities and abuse of separate returns and percentage depletion should bx 
eliminated. Capital gains are income and entitled to no special privileges 
Need for wholesale repairs in death taxation is recognized. Social security 
should be broadened and experience-rating abandoned. Criticism of cor 
porate taxation on the score that it double-taxes profits, discriminates 
against dividend distribution and against stock financing, is partly val 
though in a period of high revenue requirements we must tax corporat 
at least the widely held “public” variety. 

[he reviewer can find little in this outline to quarrel with; the auth 
choices (with one or two reservations) seem to him eminently sane, sou! 
and sensible. The reviewer doubts the feasibility and validity of classifying 


+h 


corporations by size or number of stockholders. And in determining 


form of unemployment compensation that is conducive to business mora 
he should be inclined to take the reaction of business men themselves some- 
what more seriously. Some will feel that Mr. Paul falls short of his ow 
prescription for ‘‘Taxation for Prosperity”—‘‘a complete and uninhibit 
modernization of our tax structure done with a spirit that is brave 
minds that are bold.” But at all events his postwar tax program is defini! 
on the side of the angels. 

M. Groves 


University of Wisconsin 


The Fiscal Impact of Federalism in the United States. Harvard Econo 
Study 79. By James A. MAxwe LL. (Cambridge: Harvard Universit 
Press. 1946. Pp. 427. $5.00.) 

This is a fairly comprehensive study of the fiscal relations of the federa 

and state governments in the United States. About half of the book is 4 

voted to a discussion of the problems involved in federal grants-in-aid 
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the states. The second half is devoted to the overlapping jurisdictions of the 
ral and state governments in matters of taxation. The author discusses 
the application of federal and state income taxes to tax the same income, 
nd the problems of double taxation of income by the states where different 
ulae are used for the assessment or allocation of personal and corporate 
ome among various taxing jurisdictions. He also summarizes the conflicts 
¢ from death taxes and from taxes on gasoline, tobacco and liquor. 
[his discussion competently reviews problems which have long been 
ar to students of public finance. 
In a concluding chapter the author offers his suggestions for dealing with 
problems of multiple taxation and the coordination of the fiscal systems 
e national and state governments. He favors exclusive use of income 
xation by the federal government, even though this might leave the 
es without an important progressive tax source. To equalize the burden 
f covernmental cost he proposes an extension of conditional grants-in-aid, 
icularly for education. He favors increased per capita grants to the 
; with low per capita incomes. This solution would, however, involve 
important difficulty that the need for particular services is by no means 
proportional to population, as has been well shown by the literature on 
school grants. There is also likely to be a serious conflict between adminis- 
itive and fiscal considerations under this type of grant. 
[his study was prepared for the most part before the war and publication 
; unfortunately delayed. Data have often not been brought up to date. 
Moreover, wartime and postwar changes in levels of taxation and expendi- 
ture of the federal and state governments may possibly require serious 
lification to the basic assumptions involved in the proposal for equaliza- 
of burdens. 
While in his preface the author states ‘Books on public finance, even 
n written by Americans, have been singularly impervious to the signifi- 
of federalism,” the problems have been discussed extensively in the 
ical literature and have been the subject of a lengthy report to Con- 


T 
iT) 
a} 


view of the varied proposals for solving the problem of fiscal coordina- 
that have been suggested before, the author rightly concludes that any 
1 can at best be tentative. The book is to be recommended as a con- 
ind readable discussion of the salient issues. 

HENRY J. BITTERMANN 
Washington, D.C. 


Kentucky City Finances. Bulletin of the Bureau of Business Research, 
No. 12. By James W. Martin, Director, and associates. (Lexington: 
The University of Kentucky and The Kentucky Municipal League. 
1946. Pp. xii, 275. $2.50.) 

lhe need of American cities for additional revenues as well as economy 
n expenditures is presently acute. The steadily worsening position of city 
inces, as compared with federal and state finances, is reflected in the 
nsiderable amount of city tax legislation in 1946 and current studies 


ct 
SOT | 
ryt 
nt a 
OT ft 
4 

1 

ever 

f 

H 

De 

er ‘ 


692 THE AMERICAN ECONOMIC REVIEW 


being made although the trend has been downward for the last thirty years 
This publication undertaken gratuitously by the University of Kentucky 
Bureau of Business Research in the interests of better city governmen; 
grew out of an authorization of the Kentucky Municipal League at jt; 
annual conference in 1944. The primary purpose was to explore the practica| 
possibilities of greater fiscal freedom for Kentucky cities; the secondary 
purpose was to develop the fiscal facts of Kentucky municipal finance © 

Chapter I, a collection and interpretation of Kentucky city officials’ 
views as to objectives and means, and Chapter II, a development of factya| 
data respecting trends of revenues, expenditures and debts of Kentucky 
southern and nationwide cities (comparing 1942 with 1932), constitute 
introductory materials. 

Chapters III, IV and V are concerned with conservation of financia| 
resources by economies in expenditures; this is the first main broad type of 
program indicated to relieve cities of their financial difficulties. Budgetary 
planning and management practices of Kentucky cities and cities of other 
states are given in Chapter III. Constitutional, legislative and policy 
considerations are tied in with specific Kentucky city problems and are 
presented in a straightforward manner so as to leave little doubt of th 
meaning and advantageous use of budgets for city officials. Chapter IV 
covers the tools of city finance administration such as accounting, reporting 
purchasing, treasury management of depositories, bonding, etc.; the sig- 
nificance of the study is the emphasis on the feasibility of application 
generally accepted standards. Chapter V, on debt management, suggests 
possible constructive approaches based on desirable local standards of 
debt policies, forms of debt and retirement, administration, state and city 
cooperation, etc. 

The second main broad type of program indicated is with respect to main- 
tenance and increase of city revenues. Currently, this approach for Ameri- 
can cities is apparently considered by some as the more fruitful; to t! 
authors of the study the first main broad type of program of economy } 
expenditures warrants prior exploitation before considering the possibilities 
of additional new revenues. Chapters VI and VII, on improved assessment 
of real and personal property taxes and tax collection administration, re- 
spectively, point out the possibilities of increased yields without making 
the property tax unduly burdensome as well as indicating how through 
better tax collection organization and administration of current and de- 
linquent property taxes and other revenues the yields of such sources ca! 
be increased. 

Chapter VIII, on additional sources of city revenues, is perhaps the most 
illuminating part of the study to those not particularly efficiency-minded, 
although in the study the authors accord less emphasis than the paragraph 
here of the reviewer would indicate. No one proposal among those advanced 
in recent years to relieve the pressure on city finances is regarded by the 
authors as possible of freeing the cities from their traditional, primar) 
reliance on the property tax. It:is pointed’ out that despite all efforts t 
stretch the tax dollar and to improve tax collection administration, som 
cities must and are being compelled to seek new forms of revenue. Kentuck: 
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‘years, — ities are found not to have exploited the imposition of local taxes other 
itucky the property tax, ¢.g., amusement taxes. Occupancy or rental taxes 
nment ; supplements to general property taxes are weighed. Complete enforce- 
at its ment of occupational taxes as well as simplification by adoption of a gross 
actical receipts tax in lieu of miscellaneous occupational licenses are additional 
ondary possibilities. Police court fines could increase in yield if enforced with 
nce ‘he same care demanded of property tax administration. Municipal rev- 
ficials’ enues from public service enterprises such as gas, light, water plants, 
‘actual markets, transportation, insurance, oil, etc., are regarded as lucrative poten- 
tucky tial sources of revenue. State-shared taxes are considered fraught with legal, 
Stitute political and policy objections and should not be attempted before joint 
nerformance of particular functions by the state and its cities is examined. 
ancial Other possibilities are credits of local taxes against similar state taxes, 
ype of iy supplements to state taxes (particularly excises), state and/or county 
getary assumption of city-performed functions, state grants and state technical 
Other issistance. City sales and use taxes, while regarded unwieldy revenue meas- 
policy ires because of fringe competition, would be less objectionable in Kentucky 
nd are where no state sales tax exists. The trend towards service charges, rentals 
of th of various kinds and parking meters, as well as a variety of other minor 
ter IV revenue sources, are canvassed. The primary contribution consists here not 
ting only of general principles developed but also of the wide range of specific 
1€ sig- and practical observations. The one notable exception is the failure to de- 
ion of velop extensively city income taxes, apparently because Kentucky’s con- 
ggests stitution does not authorize municipal use. An excise measured by com- 
‘ds of pensation for personal services and business income is suggested by the 
d city uthors as a means not barred by the Kentucky constitution. 

Chapter [IX deals with the preaudit and postaudit with most emphasis on 
main- the postaudit. Specific examples of the paucity of legislative provisions 
\meri- ind administrative apathy point the way towards specific recommendations 
to the for improvement. 
my it While the data and findings of the study make Kentucky cities the focal 
vilities point, factual information is developed with respect to cities throughout 
ments the nation which hitherto was unavailable except by research. The applica- 
mn, re- tion of underlying political factors and administrative limitations to sound 
aking financial theory precludes labelling the survey as reformist in character 
rough although the overtones are present. In many respects, Kentucky city 
d de- linancial practices are in the vanguard of American cities at large, although 
§ Can as In most states a variety of legal limitations and public apathy hinder 

adoption of comprehensive schemes of financial administration. The study 
: most points the way for needed city surveys in other states. Also the data de- 
nded, veloped indicate either inconsistencies or omissions by cities in reporting 
graph their financial operations to the Bureau of the Census. 
anced The study is an important contribution to the literature on city finances 
yy the ind is supplemented by 24 tables, 7 charts and 2 appendices. The body of 
imary the text is well documented, drawing on current literature. There is no 
rts t index although the text is subdivided with headings. 
some OrBA F. TRAYLOR 
tucky University of Missouri 
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Money and Banking; Short-Term Credit 


Business Finance and Banking. By Nett H. Jacosy and Raymonp 
SAULNIER. (New York: Nat. Bur. of Econ. Research. 1947. Pp. xyjj 
241. $3.50.) 


This monograph is one in a series of studies of modern financial organiza. 
tion issued as part of the Financial Research Program of the Natio: 
Bureau of Economic Research. Its data and findings are based primar; 
upon twelve studies (eight published) in the same general field, made by 
group of authors under the general direction of Dr. Saulnier. 

Business Finance and Banking traces the changes that have taken pla 
in the financial needs of business during 1900-1945 and how those ne 
have been met by banks and other financing institutions. 

In 1900, about one-half of the earning assets of the banks in the U 
States were in the form of short-term loans to business for working capita 
By 1940, they had declined to “‘a surprisingly small percentage of the tot 
earning assets”; commercial banks had abandoned the classical positior 
lenders of 30-90 day funds, and had entered the field as dealers in mediu 
and long-term credit. They had previously been “lending and discounting 
agencies, but they had become “‘investing”’ institutions. Combining busi: 
and investment credit, in 1930, banks financed 73 per cent of the t 
amount, but in 1940, only 45 per cent. This monograph aims to dis 
and analyze the reasons for this most outstanding development in thi 
tion and practices of the banks of the United States. 

One of the factors affecting bank lending practices has been the s! 
the relative importance of certain sectors of our economy. Manufactur 
and agriculture, which are ‘‘most heavily dependent on bank credit” 
declined, while service trades and public utilities have ‘“‘held their ow 
gained,” and it is the last two groups that are and have been less depe1 
on bank loans. It has been generally recognized by all but our farmers 
legislators that agriculture has “‘slipped,” but it will come as a shock 
many to learn that manufacturing is also “‘slipping”’ in relative importa 

Another segment of the explanation of the changed position of banks 
lending agencies has to do with the increased size of the business unit 
larger the unit the less dependent it is upon bank credit, except in the 
of wholesale establishments. This has been due in part to the accumu! 
of cash balances and in part to the changed relationship between exp 
tures for fixed capital and for labor, the former gaining at the expenst 
the latter; bank credit is not so satisfactory a means of supplying the 
for fixed capital as are other forms of credit. This decreasing proportiona 
use of labor in manufacturing is another highly important developme 
our changing economic life that has been overlooked by many writers 

3anks have been forced by these and other factors to modify their let 
practices in order ‘“‘to keep up with the times.” Short-term lending 
declined at a striking rate, while medium- and long-term lending 
markedly increased. (The latter types of loans run for one year or longe! 
[In 1913, 57 per cent of all loans and discounts were for less than 90 day: 
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1940 they had declined to about 30 per cent. Before World War II, 
bank holdings of corporate bonds had increased rapidly. At the close of 
World War I, 16 per cent of the assets of national banks were in the form of 

nment securities; at the outbreak of World War II, this had risen to 

r cent, and at the close of 1945, to about 56 per cent. 
Interest rates have declined, averaging 3.4 per cent on business loans in 
1942. This declining rate of interest (which the authors do not lay to the 
ising product of the marginal unit of capital! Page the marginal 
luctivity theorists!) has forced the banks to go out into the highways 
| byways for additional business loans. Hence, their incursions into the 
m- and long-term credit business, into financing consumer and pro- 


er installment buying, and into financing accounts receivable and in- 
ventories on warehouse receipts. Banks financed only 4 per cent of total 
er installment credit in 1930, but the amount rose to 27 per cent in 

1940. No data are presented for the other types of lending operations, but 


ise is noted in each case. 
[he lending activities of various governmental agencies and the effect 
f World War II upon the credit market are discussed in considerable detail. 
| hors declare that “It is not an overstatement to say that in the 
lecades from 1920 to 1940 debt financing went through a technical 
on as far-reaching in its significance as technical advances in in- 
il production, transportation, or agriculture.’”’ But, they conclude, if 
future commercial banks continue to make adaptations in their 
icles and practices as they have during the swiftly changing past 
ty-five years, there is no cause to fear that their financing functions 
be of less importance than at present.” 
e study is thorough, most detailed, excellently presented, and clearly 
ten. Some readers may complain that there are too many details, but 
objections are met by an excellent summary which happily appears 
first eighteen pages of the monograph, rather than at the end as is 
marily the case. 
Now for a few minor criticisms and suggestions! I have never liked pie 
nd I know a lot of other people who have found them confusing. 
Especially is this true when the pie charts are very small, as they are in this 
Personally I wish that the authors had used only bar charts, of which 
re a number in the monograph. Also, why has red ink been so pro- 
din printing the charts? I believe that all of them could have been 
ide equally effective in black ink. Charts and data for 1900 to 1940 are 
sented in the first part of the volume, and charts and data for 1940 to 
1945 are presented in the latter part, and ‘‘never the twain do meet.” This 
es 1t nesessary for the reader to shift continually from back to front and 
k again in order to note the trend of events for the entire period of 
1900-1945. Some charts contain data for only one type of banks, such as 
onal banks” or “insured banks,” when data for all banks undoubtedly 
lable. I wish that the authors had included charts showing data for 
forty-five year period and for all banks where possible. I should have 
pleased to have seen a line on Chart 25 (p. 154), (this chart presents 
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the ‘‘Measures of Growth in the American Economy, 1900—1940’’), which 
line would have shown the trend in bank business loans compared to thy 
other measures of growth. Finally, I was disappointed in not finding a char 
showing the trend of loans and discounts of all banks in the United State; 
for 1900-1945 compared with their investments for the same period. 
Ira B. Cross 
University of California, Berkeley 


International Trade, Finance and Economic Policy 


Egalisatiefondsen en Monetaire Politiek in Engeland en Nederland (Exchang: 
Equalization Funds and Monetary Policy in the United Kingdom and 
in the Netherlands). By H. M. H. A. vAN peR VALK. Publication 
the Netherlands Economic Institute, No. 30. (Haarlem: Erven | 
Bohn N. V. 1940. Pp. xii, 165.) 

The author discusses the establishment and the working of the exchang: 
stabilization funds in Great Britain and the Netherlands during the ’thirties 
and especially the influence of the funds upon monetary policy, commer 
credit, open market operations and discount rate, banking operations 
cyclical fluctuations, and government control of central banking. In a series 
of appendices, the author summarizes the organization of the Netherland 
Bank, quotes excerpts from government statements on the occasion of the 
creation of the Netherlands stabilization fund, lists the measures taken 
the British authorities for the improvement of the balance of internatio 
payments between September, 1931 and September, 1939, discusses t 
revaluation of the gold holdings of the Netherlands Bank of 1940, and give: 
a short bibliography. For the benefit of readers ignorant of the Netherla: 
language, the author also summarizes in English the results of his stud 
far as it concerns the Netherlands. 

According to the author, stabilization funds have the dual purpose 
combatting unplanned fluctuations in the exchange rate and of sterili 
the flow of “flight capital,” with the second function being of paramou 
importance in the period under consideration. Both Great Britain and t 
Netherlands experienced a huge inflow of capital after the devaluatio: 
their currencies, and later an equally huge outflow, caused primarily by ' 
growing danger of war. In the Netherlands, the inflow expressed its 
mainly in increased long-term investments by foreigners, and sterilizat 
required only that the stabilization fund buy gold and sell securities 
Great Britain, a substantia! part of the inflow took the form of acquisi! 
of bank deposits and hoarding of sterling currency by foreigners, a! 
these cases sterilization required supplementary transactions by the Ba 
England. In order to counteract the lowering of the “‘cash ratio” resulti: 
from the increase in deposits, the Bank had to purchase bills from the : 
mercial banks, and in order to counteract the contraction in the volun 
currency in circulation resulting from the hoarding of bank notes, the Ba! 
had to issue additional notes either against gold transferred from 
stabilization fund or through an expansion in its fiduciary circulation. 
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which [he author points out that the activities of the funds had different results 
to the , each country. In the Netherlands, the greater flexibility of the banking 
i chart system provided for a large degree of automatic sterilization of inflowing 
States nd outflowing funds since Netherlands banks did not adhere to strict cash 

ratios. The additional sterilization efforts of the fund thus brought about an 
ROSS oversterilization: in the period immediately following the devaluation of 


guilder, its policy hindered an expansion of credit which would have 
hered the country’s recovery, and in later years it added to the over- 
lity which not only created dangers of inflation but also induced 
Netherlands banks to make investments of questionable character. In 


Great Britain, the fund did not attempt full sterilization and thus promoted 
-hang the government policy of credit expansion and low interest rates. The 
m and iuthor believes that the rapid recovery of Great Britain after 1932 was due 
tion of mainly to that credit policy rather than to the currency devaluation in it- 
ven | 5 [It was aided by the improvement in the British terms of trade due to 


continuing depression in many non-sterling territories, but the do- 


chang prosperity was purchased at the price of serious damage to the 
hirties ountry’s international financial position, a chronic deficit in its balance of 
nercia irrent payments, and intensified international financial anarchy. The 
ations N rlands, for which international trade was of greater importance than 
| Series Great Britain, was hit by the continued depression abroad and para- 
rlands lly also by the greater degree of increase in the efficiency of labor. 
of | hus the Netherlands had to try to adapt its internal economy to changes 
ken vorld conditions while Great Britain could successfully insulate its re- 
ations very from foreign disturbances. In consequence, British real income in- 
es t reased substantially during the ’thirties while the Netherlands never was 
1 gives e to reach again the real income level of 1929. 
rlands [his summary hardly does justice to the wealth of subjects which the 
udy as thor manages to touch in the course of his inquiry. He has interesting and 
ant remarks to make on virtually every problem of financial policy, 
ose of e very bread.h of his interests sometimes leads to confusion. The 
7 r left at least this one reader in some doubt about the theoretical basis 
mou | the policy recommendations of the study. Following Keynesian ideas, 
nd t the author stresses the importance of a low interest rate for the British re- 
tio! ry, but apparently believes that lowering the interest rate would not 
by t e been beneficial to the Netherlands. He plainly disapproves of the 
| its beggar-my-neighbor strategy of the British authorities, but even more 
zat | of the more internationally minded activities of the Netherlands 
ies. | ithorities. Finally, the author apparently has not been able to solve a 
isit riddle which has puzzled the reviewer for a good many years, namely the 
al s for the exchange rate policy of the Netherlands authorities between 
a d 1939. In this period, the guilder was permitted to fluctuate by 
sulting ‘round 4 per cent, or violently enough to upset calculations requiring 
e ( stability, but not widely enough to permit a planned expansion of exports or 
in rotection of domestic industries. 
» Bank In spite of this criticism, the study has an importance transcending the 


al problems of Great Britain and the Netherlands in the years im- 
itely preceding the outbreak of the second World War. The Interna 
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tional Monetary Fund from now on will have to assume many of the fune. 
tions which were undertaken by stabilization funds in the interwar period 
rhe author rightly stresses the fact that the establishment of stabilization 
funds meant the transfer of control of monetary policy from more or les 
independent central banks to the governments. Paradoxically, in a period oj 
ncreasing government influence upon economic life, the creation of the Ip. 
ternational Monetary Fund has retransferred part of that control to an j 
stitution independent of any individual government. Furthermore, 
author remarks that stabilization funds were a more liberal substitute fo 
exchange restrictions. The Bretton Woods agreement, by forbidding 
individual governments to retain exchange restrictions for current transac. 
tions, has the same basic purpose, complicated, however, by the power 
the individual governments to retain control of capital transactions. Mar 
of the problems posed by the necessity of avoiding conflicts between thy 
policies of the Fund and of the national governments will be similar to t! 
that confronted the monetary authorities in the interwar period. 
author’s description and criticism of the solutions sought in Great Brit 
and the Netherlands may well help the postwar authorities in avoiding sor 
of the mistakes of their predecessors. 

J. HERBERT FurtE 
Washington, D.C. 


The Problem of War in Nineteenth Century Economic Thought. By Epw 
SILBERNER. (Princeton: Princeton Univ. Press. 1946. Pp. xiv, 


$3.00.) 


This is an excellent book and should be read by all who are interest 
the problem of war, especially in its economic aspects. We hear on all s 
especially from historians and political scientists, that the causes of m 
wars are economic, and they usually add that the economists say so 
holder of that view will be at least corrected, and very likely disillusione 
the reading of this book. We, therefore, hope that it will be widely rea 
that the views of the great economists may be better understood. 
realized that the problem was very complex, that the causes of war 
numerous, and that the economic factor is only one, and very often a 
tively unimportant one, in producing conflict. 

This study is well planned and gives a systematic and carefully or 
summary of the subject. It is divided into three parts, devoted success 
to the liberalism of the classical school, protectionism and the histor 
school, and finally to socialism, both idealist and materialist. This arra: 
ment makes the book a handy one for reference. The very complete ' 
of contents and a good index make it easy to look up a writer or the 
associated with his name. 

rhe classical school] rightly gets the greatest amount of attention 
deas and proposals of Malthus, Ricardo, the Mills, McCulloch and 1 
followers are fully surveyed. The author does well to quote extensive) 

epends throughout the book on quotation more than comment. This 
e value of the book, for the reader can form his own judgment espe 
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> func. about disputed points, even though he recognizes the author as an informed 
DeTIod and experienced guide. The American economist will find the part dealing 
izatic . with the French liberals, J. B. Say, Bastiat and Molinari, very informing. 
OF less Here he is often taken through new ground, and brought into contact with 
riod oj conditions as they prevailed on the continent of Europe. But the basic idea 
the In. ‘ peace and freedom of trade prevailed with them as it did in insular Eng- 
an I ind 
re, tl [he classical position is well known. It was developed by men who had 
ute for broad and deep sympathies with human difficulties, who thought that with 
ng th the passing of time reason would prevail and war would disappear as men 
-ansar- ecame better educated so that they understood the nature of the world in 
wel ich they lived. War is not only destructive of economic values; it is 

Mar stupid. No nation gains by it; they all lose. It destroys foreign trade and the 
en the advantages that come with it. War is worse than a crime; it is a blunder. It 
O thos does an infinite amount of harm, material and moral, and does no one any 
1. TI good. Malthus was the only one to worry about the cause of war being 
Brit bevond men’s immediate control, being largely the result of the pressure of 
g SO! population but even he came around to the view that population increases 


could be controlled by individual effort, and that the ordinary citizen had 
power within him to control population and prevent war. 

e classical school has been criticized for being too intellectual and too 
reasonable. Men are animated and directed more by their emotions than by 
DMt their intellect. For great masses of people in the 19th century and during 
V, oo. the present time nationalism has furnished that emotion. Manifest des- 

the master race, call it what you will, has made great masses of 

1 oblivious to the classical conception of the rational good. The classi- 
| sides | economist had no real solution for this problem. His demand for 
ete freedom of trade was a denial of the existence of the problem. 
Nationalistic restrictions were just another example of economic stupid- 
ne ty, making the nations poorer. An understanding of this will put an end 
them, so thought the classical liberal. He failed completely to realize 
t peace must be organized politically, and that freedom of trade is not 


war af possible until international order is established. He, therefore, failed com- 

art tely to realize that international peace requires international govern- 
t. 

rder In passing we might note the well-known and optimistic views of J. S. 

- Mill, who considered rapid recovery from war a normal thing. Air warfare 

stor is made Mill’s views obsolete. No one who has observed, as I have recent 

rrane the great destruction in Bremen, Frankfurt or Stuttgart will look for a 


recovery 
List and the protectionists had a better grasp of the political realities of 
19th century than the classical economists had. List’s protecti onism 
may have been a temporary matter which would disappear with economi 
development, but it did support the nationalistic temper of the 19th cen- 
and it did make it more bellicose. The German historical school drew 
* strength from List, and were on the whole protectionists. They were na- 


Y: tionalists who looked upon war as a natural development. The student of 
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economics may object that they were essentially historians and instity. 
tionalists rather than economists, and should be treated as such. In ap 
case they looked upon war as natural and normal, often a good thing for, 
nation, and that it would persist. They had no solution of the problem, fo; 
they did not consider it as such. Mr. Silberner rightly criticized the Germar 
historical school for looking upon war as a perpetual phenomenon, pointing 
out that such a conclusion contradicts their own method of inquiry. What 
most valuable in this part of the book is the comparison of the conceptions 
of Roscher, Knies, and Schmoller, with those of Levasseur and Lavaleye as 
well as with those of Leslie, Rogers and Cunningham. 

Socialists have used war for good propaganda purposes. The oldest social. 
ist tradition in Europe is the idealist one, or what Marx called utop 
Owen and Thompson in England, Fourier, Godin, Vidal and others i 
France all contended that we should not have world peace until we had 
just distribution of income and that was not possible under capitalism 
True, when ideal socialism produces a world of pacifists we shall have peac 
but in fact it is the ideal and pacific element that is important, and that 
not likely to be compatible with a practical socialism such as that practiced 
by a Hitler or Stalin. 

Marx and the materialist socialists had other notions. Internationa] war 
was foolish and silly for proletarians who recognized no fatherland. But « 
war is necessary to achieve the dictatorship of the proletariat and the \ 
tues of a communist order. Marx himself is not clear about the caus: 
nternational war. That capitalism leads to imperialism and the latter 
war is Lenin’s thesis, and he wrote his pamphlet with the books of Hilfer 
ding and Hobson before him. It is our century that produced that misinter- 
pretation of history. 

As one looks upon the destruction, misery and hopelessness of present-da: 
Europe he can only wish for a widespread reading of Silberner’s thoughti 
and penetrating study, so that mankind may learn something of the wis: 
that exalted the great economists. 

HERBERT F. FRaAs! 


Stuttgart, Germany 


Business Finance; Insurance; Investments; Securities 
Markets 


The Money Value of a Man. By Louis I. DUBLIN and ALFRED J. Lork 
Rev. ed. (New York: Ronald. 1946. Pp. xviii, 214. $6.00.) 

This is the first revised edition of a work which originally appeare 
1930 under the same title. Mr. Mortimer Spiegelman, who collaborated 
the revision, is associated with the authors in the Metropolitan Lif 
surance Company. The kernel of the work is found in an appendix of t 

giving the present value of a family head’s earning power for the rest of 
life, according to age, current income, and under varying conditions of n 
tality. 


In this edition the authors use an interest rate of 2} per cent as compa! 
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th 34 and 44 in the original. Indeed, the decline in interest is the primary 
factor underlying the revision. The further postponement of mortality has 
iso been sufficient, even over a decade and a half, to warrant a change in 
‘he computations. A number of miscellaneous improvements, additions, and 
refinements have been made in the text, largely as a result of correspond- 
ence with inquirers, following the first edition. The authors report that 
.wvers and others engaged in adjudications of claims, settlements of es- 
tates, and so on, find the book useful. This reviewer found more meat in it 
appears at first glance. 

e approach is admittedly narrow, and most economists will note a 
strong flavor of life insurance company thinking. This is not alto- 
er unfortunate. In the first place, the whole question of the valuation of 
u life had been treated in a nebulous fashion in the past; and further- 
re, the field of insurance has been so generally neglected by American 
economists that it remains a mystery to many in the profession, including 
se with comparatively broad interests. Dublin and Lotka are not satis- 
fied to rule out noneconomic considerations but narrow the field considerably 
further by limiting discussion to the valuation of family heads whose deaths 
r disabilities constitute a loss to their dependents. 

[heir application of the “‘loss principle”’ is not too complicated, and the 
present formula is found in virtually its present state among the works of 
William Farr, an English vital statistician of a century ago. For example, 

i large group of men in average health at age 40 who are earning $3,500. 
a life-long wage pattern at this income level, the total future earnings 
of the group can be forecast with reasonable accuracy by allowing for deaths 
unemployment as they are estimated to occur. The total future ex- 
penses of these men for their own personal needs are similarly estimated. 
th earnirgs and expenses are discounted to present values by ordinary 
\pound interest procedure. In this instance, the very next year’s average 
earnings are now worth $3,255 and the average cost of living is worth $794, 
the present values of the annual earnings and living expenses say 25 
ence are only $963 and $456, respectively. Summing up all the year- 
ear discounted earnings and expenses, the authors get $54,005 and 
14, meaning that the dependents of one of these men stand to lose 
tierence—some $32,261 on the average—if death or permanent disa- 
y removes his earning power at the present time. This loss, if spread 
over the years to come, would be much more than $32,261; but this sum, 
ested at 23 per cent and expended each year on a scale equivalent to the 
vors’ average wages, would substantially indemnify them for his pre- 

ture death. 
e same manner, a lad of 22 earning $1,500 per year (net) is figured 
worth $28,500 and a 50-year-old earning $7,000 (net) is worth $49,800, 
rovided they belong to the group in normal health. The extent to which 
values have changed since 1930 can be guessed from this comparison: the 
+)-vear-olds mentioned in the example above were then worth only slightly 
less at 43 per cent ($30,750); but the youngster and the middle-aged man 
discussed were figured to be worth only $15,300 and $40,050, respec- 
In other instances, particularly at younger ages, the more recent 
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gures are 50 to 100 per cent higher than the corresponding 1930 estimates. 
[In this connection, Dublin and Lotka do not attempt to allow for ups and 
lowns in the wage or price levels, and accordingly, pay no attention to the 
flation now so evident in America. Likewise, much of their other materia! 
s garnered from the Census of 1940. 
[he authors have clearly demonstrated that it is hopeless for the wage. 
rner to consider the purchase of life insurance to an amount more than a 
small fraction of full coverage and frankly admit that the insurance com- 
es would not accept applications at amounts anything approaching fu] 
verage. Although it could reasonably be inferred that a family head \ 
should buy all he can afford of the very cheapest life insurance he can get, 
e present work steers quite clear of the question of life insurance rates, 
es its blessing on all forms of policies, and even has a good word for th 
e of infants by lower-income parents. 
[he book includes a chapter on the cost of rearing a child which confirms 
e fears of every parent. From birth to age 18 an offspring is figured to cost 
$7,766 (at 1935-36 prices) to a family whose income is in the $2,500 
ereas a family in the income group between $5,000 and $10,00 
spends some $16,337 over this same interval. Although this chapter is un- 
of interest and value, particularly to sociologists, it is difficult 1 
see its exact bearing upon the money value of the father, which forms t 
subject of the book. Moreover, the procedure whereby these expenditures B 
and the treatment of today’s children as a form 
are seriously open to question. Children, with some ex- 
ns, are now an outlet for spending rather than a means of accumula- 
s a tall assumption that childless (or small) families accumulat 
the money which they would have spent on children if tl 


\ chapter on the American family is also of interest. A 


.ey had had any 
5 f¢ 


or the chapter 


social insurance added to the new edition, it makes no fresh contributior 
but rather, supplies a judiciously worded summary of 
sent situation in this country. The chapters on disease and public healt 


dly informative; and readers with a legal bent will appreciate t 


urt veraicts bearing upon the vaiue of numa! 


[THOMAS S. BERRY 


Public Control of Business; Public Administration; National } 
Defense and War 


States at War: Development and Administration of the War Lr 
ram the Federal Government. By the War Records Section. Bureau 
Budget. Historical Report on War. Admin., No. 1. (Washingt 


Supt. Docs. 1946. Pp. xv. 555. $1.00. 


vs of the war, President Roosevelt suggest »d to the dire 


e Budget that he appoint a committee ol scholars t 


¥ 
‘ 
J \ rk ver the past lf enturv. 
( 


of resources are intelligently analyzed. 
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the Bureau in “preserving for those who come after us an accurate 
ctive account of our present experience.”’ Following this suggestion, 
Budget Bureau named a committee, consisting mainly of political 
tists and historians, and established a staff—the War Records Section 
the Bureau to carry out the program. ‘‘The United States at War’”’ 

e summary volume of a series that also includes more intensive studies 


irticular aspects of wartime administration. About thirty special 


lies on the War Production Board have already come out and twelve 


mes covering various aspects of the operation of the Office of Price 
inistration are being prepared. These agencies will each also be the 


iect of an overall report, as will the War Labor Board, Petroleum Ad- 


ator for War, Office of Defense Transportation, and others of inter- 


to economists. Pulitzer Prize-winning “Scientists Against Time,” Presi- 


J. P. Baxter’s history of the Office of Scientific Research and Develop- 
also an outgrowth of the war history project. 

e story told here of the top management of war production and eco- 

stabilization has an intrinsically dramatic quality, deriving largely 

he struggles between well-known and powerful personalities. By avoid- 


traditional tendency of government reports to submerge or deper- 
ze all conflict, the authors have produced an absorbing document 


ough the report touches upon dozens of agencies, from the Advisory 
1 on Just Compensation to the War Resources Council, most attention 
issed upon the WPB, the OPA and their predecessor organizations 
he elements of the OPA experience are already so familiar, it is in the 
ption of the development of production controls that this book makes 
| contribution. The successive steps from priorities, to allocations, 

Production Requirements Plan and finally to the Controlled Mate- 
Plan are explained with great clarity, despite the complexity of many 
e procedures involved. In these and other sections of the book, the 
rs show a fundamental insight into the nature of WPB’s problems 
imple, the real limitations upon WPB’s authority over the distribu 


A 


ive account of an important episode in world history, this re- 


accurate, well written and completely successful. Yet there is evi 


more than this was intended. An eight-sentence foreword by 
lent Truman is entirely devoted to pointing out the importance of a 
ippraisal” of the war record. The efforts to provide this appraisal 

e ist satisfac tory parts of the book. 
standpoint of a reader in 1947, the report starts twenty years 
te to reveal the immediately relevant lessons. By 1940 we were com- 
0 a long period of improvisation. It would be important to know 
use could have been made of the years between the wars to 


reparation—not in terms of munitions but in terms of thi 


or war done in the ‘twenties and ’thirties was useless 
is soon as the emergency arrived, but do not consider the fact 


xplorati 
Cxpioration. 


lustrial mobilization. The authors note as a fact that the 
— 
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In general, the authors accept emergency action to meet recurrent crises 
as the normal and perhaps proper way in which war administration develops 
They even reprove those who in 1940 were “demanding something whic} 
did not become really essential or possible until Pearl Harbor” and who jp 
1942 were “attempting to cope with problems which did not become critica 
until late in 1943.” Of course, war without crises is inconceivable and y; 
should be thankful that the crises of 1941-45 were met as well as they were 
Yet, it would be appropriate to inquire whether our dependence upon crises 
as the propelling force to change could not have been reduced. The record 
itself suggests that the problem is not completely insoluble. For example 
by mid-1943 the WPB had developed organization, techniques and informa- 
tion that made it not only better adapted to needs of 1943 but also more 
capable of adaptation to change and uncertainty. There was more than a 
limited-objective program; there was a powerful and flexible instrument of 
control. 

The final chapter of the book, “Assaying the Record,” is given over { 
a review of German and Japanese experience with economic mobilization, 
based on some amazing information from the Strategic Bombing Surveys 
The conclusion, that democracy is superior to dictatorship for winning q 
war, is gratifying but helpful only at a very elementary level. 

HERBERT STEIN 

Takoma Park, Md. 


Industrial Organization; Price and Production Policies; 
Business Methods 


Light Metals Monopoly. By CHARLOTTE F. MULLER. Stud. in Hist., Eco 
and Public Law, No. 519. (New York: Columbia Univ. Press. 194 
Pp. 279. $3.00.) 

This book is a competent addition to the small but growing literature or 
the economics of aluminum and magnesium. In writing it Mrs. Muller | 
employed the copious and fruitful materials in the records of the antitrus! 
prosecutions of the Department of Justice and in the hearings and reports 
of Congressional committees. Eschewing a detailed reporting of industria 
operations, she has pursued an inquiry into the nature and causes of th 
concentration of economic power in aluminum and magnesium, treating | 
latter principally as a special facet of the aluminum monopoly. She en- 
phasizes three factors “useful” to aluminum monopoly: control of cheaj 
water power, international cartel relations, and control of a potential com- 
petitor, magnesium. 

Aluminum is derived from a raw material (bauxite) that is widely dis 
tributed geographically; nonetheless concentrated control has almost uw! 
versally been a feature of the aluminum industry. This does not justify a 
conclusion, however, that aluminum is a “natural” monopoly. Mr 
Muller’s study shows that patent control was the beginning of Alcoa’ 
monopoly power. Ownership of production patents nurtured Alcoa’s i0- 
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rial and financial growth and made the company strong enough to 
ntain industrial dominance when the patents expired. The patents pro- 
ed a “cover” for the acquisition of control over strategic sites for low- 
power development and over sources of high-quality bauxite—the es- 
ils of competitive aluminum production. Then strength begot strength. 
e study also indicates how government toleration (the consent decree of 
12 which enjoined the repetition of monopolistic practices but did not 
ect future business policy) and encouragement (the protective tariff and 

r orders) tended to aid monopoly. 
\/though a substantial portion of the book is devoted to the impact of 
World War II on the aluminum monopoly, it was a source of regret that 
s phase of the study was not treated more carefully and more incisively. 
e prewar growth of the aluminum monopoly is not a particularly new 
it has received considerable attention in the course of more general- 
reatments of the monopoly problem. But the behavior of the monop- 
' war is, by comparison, an unplowed field and it warrants more 
lysis than has been afforded it here. For example, on page 221 it is stated 
der the heading of Choosing Post-War Policy that “From the circum- 
es already described, which led to the concentration of production in 
\lcoa’s hands and to the exclusion of independent producers, it can be seen 
defenders of permanent reduction of production would find some 
g support in Washington.” Then, on pages 224-25, the “‘cut-back”’ 
es of the War Production Board are described in some detail. ‘Bunker 
Director of the Aluminum and Magnesium Division, War Production 
ard] announced that DPC plants at Badin and Massena [actually these 
re owned by Alcoa] would close on January 30, 1944....He did not 
ain, however, why capacity was not diverted to civilian needs as he 
unced in November. ... On the same day that the War Production 
ordered shutdowns . . . it issued an order continuing restrictions on 
use and delivery of aluminum paints and pigments... . On July 15, 
14, the War Production Board released aluminum for civilian use (but 
where men, materials or facilities needed for war production would be 
ployed in such use). ... This step represented a partial victory for the 
ips advocating a shift in aluminum flow rather than the drying up of 
t of the flow. But cutbacks already put into effect were not generally 
(his discussion raises many questions that are left unanswered. Is it plain 
oficials of the government were trying to promote the interests of 
\lcoa? Or were these inconsistencies in policy symptomatic of a tug-of-war 


etween the military and the civilian representation in WPB? Or was there 


ty of ingot and not enough fabricating capacity? What features of this 
tion were peculiar to aluminum or areas of high industrial concentra- 
in general rather than characteristic of government reconversion plans 
i whole? Perhaps not all of these or similar questions can be answered. 
many of them can be, and in their answering will be revealed what is 
clevant to the question of monopoly and what is merely interesting side- 


er 
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Among the government reports on war production is the comprehensive 
history of aluminum policies, issued several months before this book was 
published. Although it was written by a professional historian, Charles 
Wiltse, not responsible to the officials in charge of aluminum, we will grant 
that it must be considered “‘official’”’ and therefore suspect until independ- 
ently evaluated. Nevertheless, it offers the clues, as much as the Congres- 
sional hearings and newspaper accounts on which Mrs. Muller apparently 
had to rely, that will help students make the fine distinctions that must be 
drawn in searching out the truth. 

In its other features the book justifies the effort put into its creation. Its 
conclusions for the future are perceptive and reasonably hopeful, and its 
writing skirts neatly between austerity on the one hand and sensationalism 
and glamour, usually associated with the light metals, on the other. 

Mortimer D. GOLDSTEIN 

Washington, D. C. 


Marketing; Domestic Trade 


The Elements of Marketing. By Paut D. Converse and Harvey W. Huecy 
3d revised ed. (New York: Prentice-Hall. 1946. Pp. xviii, 795.) 


Marketing literature has increased greatly and methods of teaching 
marketing have changed considerably since the publication of Converse’s 
Marketing Methods and Policies in 1921. This third revised edition of Ty 
Elements of Marketing (the title of the book was changed in 1930 and Hueg 
became a co-author) reflects these changes. Long accepted as one of th 
‘‘standard”’ textbooks for undergraduate courses in marketing, the authors 
have recognized the importance of keeping their material up to date and 
incorporating such additional material as is available and useful for teaching 
purposes. The relative frequency of their revisions (prior revised editions 
were published in 1935 and 1940) indicates the close familiarity of th 
authors with marketing developments. This edition contains a tremendous 
amount of factual material, some eighty-three pages of relevant problems, 
and questions and selected references at the end of each chapter. 

In the words of the authors this third revised edition ‘“‘was undertaken 
with these major objectives: to place more emphasis on marketing principles 
and policies, to discuss more fully practical marketing decisions based 0 
understanding of these principles, to add important material that has be- 
come available since the publication of the previous edition, to condenst 
ind sharpen the discussion of market institutions and commodity market 
ing, and to reorganize the material to increase the book’s value as a teaching 
tool” (p. vii). In the judgment of the reviewer, these objectives have bee 
attained in general. 

Referring to marketing as ‘that part of economics that deals with t! 
creation of place, time, and possession utilities” (p. 17), the authors stress 
the place of marketing in the broad field of economics throughout their 


discussion. This approach, and to a certain extent at least, the overall ot 
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vs canization of material, reflects the background of the authors. Most market- 
‘as ¢ courses in colleges and universities were offered first in the department 
les f economics. Consequently, early writers in this field such as L. D. H. Weld, 
m Melvin T. Copeland, Benjamin Hibbard, Paul Cherington, Fred E. Clark, 
d Paul D. Converse and others, devoted particular attention to the applica- 
7 f the principles of economics to marketing methods. Some newer 
‘i vriters in the field have not given the same emphasis to purely economic 
be siderations and applications. The early contributors (including Con- 

rse), however, have continued to recognize the value from the teaching 


t of view of stressing economic applications in their treatments, partic- 
with reference to the creation of utilities and to prices and price 
ies. This probably accounts for the discussion of two major marketing 
functions—transportation and storage—(‘‘transportation creates place 
y” [p. 68] and “storage creates time utility” [p. 79]) near the beginning 
- book, whereas selling and finance—equally important functions—are 
issed near the end of the book. 
[he organization of material is relatively simple, that is, if any treatment 
e whole field of marketing can be made simple. After an opening chap- 
) the meaning and cost of marketing, there follows a discussion of the 
mer (‘“‘under present conditions, the consumer is of primary impor- 
e to the seller, and the history of a subject is always helpful to its under- 
ling’), and a brief history of marketing. Then the marketing functions 
explained, commodities are classified, the economics and laws relating 
ce are outlined, and the operations of middlemen are described. Next 
s a discussion of the marketing of farm products, industrial goods, and 
ces, some policies involved in market management, and unfair com- 
on and trade associations. 
ne of the first and strongest impressions of a reviewer of a comprehen- 
textbook on marketing is the difficulties encountered by any author in 
ing his vast supply of information in such a way as to facilitate 
nding and to provide a logical, cohesive treatment of the subject. 
ignitude of this task is appreciated even more when one recognizes 
rge number and types of goods there are to be marketed, the variety of 
es that are involved, and the numerous functions or services that must 
performed. 
\ware of these difficulties, the reviewer, nevertheless, is of the opinion 
i chapter near the beginning of the book, perhaps following Chapter 3, 
irizing the various approaches to the study of marketing—functional, 
lity, and institutional—would be more effective from the student’s 
f view than the present arrangement. He believes, also, that it would 
preferable to discuss the subject of price controls (Chapter 9) chrono- 
ly, with a brief discussion of World War II experience at the end 
her than near the beginning. 
[hese comments, of course, refer primarily to the organization of the 
iterial; the reviewer has few suggestions concerning the material itself. 
\lthough more descriptive than analytical in nature—as it should be—it 
evident that the authors have covered a broad and dynamic field very 
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well. Their treatment of trade associations, a topic found in few marketing 
books, is interesting and valuable. Of particular interest to economists is the 
discussion of prices and price policies in Chapters 7-9. While discussed 
rather briefly, functions of prices, the price-making process, competitive 
pricing, monopoly and quasi-monopoly prices, and price flexibility, are 
treated adequately for the purposes in mind. 

This book, incorporating important revisions of previous material and 
reflecting the use of the better source materials available, will undoubtedly 
continue to be well received by students and teachers of marketing. It is 
well documented and indexed. 

DELBERT J. Duncan 


Cornetl University 


Mining; Manufacturing; Construction 


The Economics of the Pacific Coast Petroleum Industry. Part 3: Public Policy 
Toward Competition and Pricing. By Jor S. Barn. (Berkeley: Univ. of 
California Press. 1947. Pp. xi, 130. $3.00.) 


This is the third and final part of Dr. Bain’s three-volume study of the 
Pacific Coast Petroleum Industry. The first part, or volume, dealt with 
Market Structures, the second with Price Behavior and Competition; and 
this third part outlines a public policy for the California industry. 

In crude oil production the author finds four main faults, and offers sug- 
gestions for their correction: 

1. The rents received by land owners and by producers is excessive. (The 
land owners are assumed not to get all of the rent.) To reduce these rents, 
he suggests a selective severance tax, graduated to take that part of the 
return earned from oil deposits which is “in excess of a competitive level.” 
This should be a federal, not a state, tax. 

2. Exploitation is inefficient and wasteful. To correct this, curtailment 
quotas and proration formulae should be revised, the development of eac! 
field unitized, and drilling controlled by a state agency. Conservation should 
aim at the two goals of retarding the use of petroleum and securing the 
recovery of the optimum amount of crude from pools. 

3. There are some inequities in the geographical pattern of crude oil 
prices, but these can perhaps be corrected by voluntary action of the oi! 
companies. The high prices charged California consumers as compared wit! 
export prices might be brought into line through the graduated severances 
tax proposed above. 

4. Crude prices are too inflexible, but the author believes that this faul! 
might be corrected by the producers themselves, under presuasion by the 
government. 

In refining, Professor Bain points out that there is too much instabilit) 
in refiners’ margins, ‘and there are too many inefficient and wasteful refiners, 
attracted into the industry in good times and closed out in periods of low 
profits. As remedies, he repudiates trust-busting, divorcement of refining 
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other functions, and the establishment of government-sponsored 
s. He suggests instead: outlawing the major refiner practice of buying 
itput of small independent firms; more efficient enforcement of prora- 
juotas; opening up patents to small refiners at low royalties; encour- 
ent of mergers of small refiners; and removal of bankrupt obsolete 
t by government purchase. 
provide a more competitive situation in crude oil transportation, 
Professor Bain suggests, not making the pipe lines public carriers, since 
are all intrastate, but rather helping in various ways to provide tanker 
vice for the independents. 
In the distribution of petroleum products, the author finds that the 
er large’ gross margin proves, not high retailing profits, but wasteful 
iplication of facilities. He recommends repeal of the Miller-Tydings resale 
e maintenance provision, but is doubtful of the possibility of divorce- 
nt of retailing from refining. He suggests that ‘“‘we should encourage the 
npetition of independent refiners and service stations as much as pos- 
’ should ‘‘strengthen minor refiners,” revise transport arrangements, 
hibit “pricing and other arrangements which keep independent jobbers 
d bulk-storage service stations from developing,” and eliminate ‘‘con- 
ts which prevent the individual service station from price cutting.” 
Most of these proposals seem reasonable and judicious, but to the re- 
ewer some of them seem to rely rather too heavily on voluntary action of 
oil companies. He is not convinced that the companies would be as rea- 
sonable as Professor Bain. The reviewer would like to raise a question, too, 
to the use of a severance tax to reduce rents. Such a tax would presumably 
luce output, and therefore, raise prices, but would this reduce rents ap- 
ibly? A direct tax on oil royalties would seem more appropriate, as 
is the landowner is concerned. Also, the severance tax need not be fed- 
, but would be even more advantageous for California if it were a state 
lo the extent that California oil products are consumed in other states, 
iid it not be a tax on out-state consumers for the benefit of California? 
Professor Bain’s study reveals clearly the great complexity of the 
roblems of regulating a great industry such as the oil industry. That is 
‘reatest contribution. It might have been better organized, and more 
lensed, but it is a distinctly worth-while contribution. 
Joun Ise 
niversity of Kansas 


i Transportation; Communication; Public Utilities 


R'utlroad Consolidation under the Transportation Act of 1920. By WILLIAM 
N. Leonarp. (New York, Columbia Univ. Press. 1946. Pp. 350. 
94.00.) 


Railroad Consolidation under the Transportation Act of 1920 is a well-told 


d thoroughly documented account of failure to solve an historic problem 
the field of railroad transportation. Although the analysis is focused 


ting 
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mainly on the statutory provisions and administrative travail of a dead 
statute, the study has a direct bearing on important current issues of public 
policy. In fact, the need for a workable program of railroad consolidation js 
as apparent and acute now as it was in 1920 when Congress first attempted 
to deal with the issue in a constructive manner. 

Prior to 1920 national transportation policy was concerned almost ex. 
clusively with the prevention of rate discrimination and the enforcement of 
effective railroad competition. The Transportation Act of 1920 represented 
a sharp break with this restrictive attitude. Its provisions taken as a whole 
were designed to foster a financially strong and efficiently operated system 
of railroad transportation. In drafting legislation to this end, the lawmakers 
attempted to deal with the stubborn fact that unrestrained competition j: 
railroad building had produced wasteful duplication of facilities and individ. 
ual carriers with unbalanced earning power. 

A three-pronged attack on this problem was provided by the act. The 
Interstate Commerce Commission was in effect instructed to adjust th 
general level of rates in such a way that the carriers as a whole and on the 
average would be permitted to earn a fair return on the fair value of their 
transportation property. The situation of weak and strong railroads was 
to be dealt with on the short-run basis by the recapture of excess earnings 
The idea was to force favorably situated carriers to serve as the financial 
benefactors of the weak roads. However, the long-range solution of th 
problem was to be attained through the physical consolidation of ‘ 
weak and strong roads into a limited number of systems balanced as to size 
competitive strength, and earning power”’ (p. 261). 

Viewed in the light of this declared objective, Dr. Leonard concludes that 
the consolidation program produced negligible results. Although the con- 
solidation provisions of the 1920 act were not repealed until 1940, neither 
the spirit of the act nor the specific consolidation plans as developed by th 
Commission exerted any noticeable influence on the railroad combinations 
that occurred during this period (p. 256). The chief value of Dr. Leonard’s 
study is found in the precision with which he demonstrates that a poten- 
tially constructive experiment with railroad consolidation was imperfect} 
conceived at the legislative level and that it was maltreated administra- 
tively by the Interstate Commerce Commission. 

There were at least two fatal defects in the basic legislation. Severa 
astute Congressional leaders knew that the consolidation program was fore- 
doomed to failure because it was based on unrealistic premises (p. 268). I 
the first place the standards prescribed for reorganizing railroads were i! 
consistent with the objectives of consolidation. Considerable emphasis was 
placed on the maintenance of effective competition despite the fact that 
the major purpose of unification was to reduce the wastes arising from th 
duplication of services. Thus the administrative task was greatly compl 
cated by the statutory provision which, in effect, directed the Commission 
not to disturb competitive relations and channels of trade any more thai 
necessary (p. 55). 

The second and major weakness of the legislative plan lay in the fact tha! 


sf 
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lecision was left in the hands of railroad owners. The I. C. C. was di- 
to formulate an overall plan for the consolidation of all carriers into 
ed number of well-balanced systems. But it was given no power to 

the individual carriers to conform with this operating pattern. Natur- 

the stockholders of prosperous roads could see no personal advantage 
liluting their earnings by merging with weak lines. As the author ob- 
ves: ‘However attractive the idea of combining strong and weak roads 
have seemed to the legislators, in practice the strong carriers shunned 


essitous roads and instead took over properties which offered immediate 


or provided some strategic advantage to the acquiring carrier’’ 
64 
s in many other instances, ingenious administrative effort might have 
d constructive results from defective legislation. But the adminis- 
ve performance of the I. C. C. was not calculated to overcome the in- 
deficiencies of the consolidation statute. In fact the author finds 
the conduct of the Commission with respect to consolidation dis- 
in utter lack of statesmanship” (p. 274). This rather harsh judg- 
is based primarily on the fact that the I. C. C. failed to adopt a general 
of consolidation within a reasonable time in accordance with the spe- 
terms of the act. A complete plan of consolidation was not announced 
he Commission until December 9, 1929. In the meantime, the Commis- 
owed a process of partial unification to proceed under the provision 


Section 5 (2) which permitted one carrier to acquire control of another 
nerger, or “‘... other means falling short of complete consolida- 

p. 257). In this way, the ultimate objective of absolute integra- 

rough physical consolidation was made progressively more difficult 


these unifications, some of which subsequently proved to be ‘‘un- 
il and ruinous,” tended to accentuate and rigidify the undesir- 

ttern of weak and strong roads (p. 267). 
\pparently the Commission’s dilatory action was based on a lack of con- 
regarding the value of programmed consolidation. For the record 
ites clearly that during the entire legal life of the consolidation pro- 
the Commission proceeded on the assumption—or the hope—that 
it would be relieved of the obligation to prepare a general plan 
solidation. Between 1920 and 1938 the Commission took no very firm 
tion on the question: “Is consolidation in the public interest?”’ (p. 274). 
then it seemed to be obsessed by the obstacles that would be encoun- 
carrying on a comprehensive system of consolidation 


here is no doubt in the author’s mind as to the lesson to be drawn from 
ther depressing episode in legislative and administrative performance. 


oncludes that the need for consolidation is as great now as it was in 


-V; that the program must be carefully planned; and that it can be rea- 
ed only through compulsion (p. 293). Moreover, he believes that the recog- 


ed difficulties can be overcome by “ .. . intelligent and determined ad- 


tive action enforced by an adequate delegation of federal authority” 
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Unfortunately, the analysis ends on a declaration of faith, rather thay 
with a plan for action. The interests opposed to compulsory consolidatio; 


are as strong and as articulate now as they were in 1919 when such a pro- 


posal was deleted from the bill that became the Transportation Act of 1929 
Moreover, Dr. Leonard does not explain how compulsory consolidation cay 


be achieved short of government ownership, without infringing the consti. 


tutional rights of private owners. 
CHARLES L. 
The Brookings Institution 


Transport Facilities, Services and Policies. By EMory R. JOHNSON. (Ney 
York: Appleton-Century. 1947. Pp. x, 409. $3.50.) 


This volume is primarily a description of the five modes of transporta- 
tion that comprise our transportation system. Thirteen chapters are de. 
voted to railroads; nine chapters are concerned with water transportatio: 
both ocean and inland; four chapters deal with highway transportation; four 
with air transportation; and two with pipe lines. The book will prove of 
greatest value to those seeking an overall picture or survey of transporta- 
tion agencies. The book includes not only a description of the transportatio 
facilities, services, and operations of the various modes of transport, but 
also chapters dealing with regulation and government policy. Its treatment 
of regulation and of government policy is also primarily descriptive, but on 
certain controversial issues Professor Johnson expresses his own views. Ai 
interesting feature of the chapter on railroad labor legislation which wil 
useful to many persons is the detailed account of the railroad labor disputes 
occurring between 1940 and 1946 which caused a virtual breakdown in the 
machinery of the Railway Labor Act. Another interesting feature of th: 
book is the brief history of the Panama and Suez canals in the section whi 
deals with water transportation. 

A few errors or inaccuracies have crept into the book. Most of them ar 
of minor importance, but two seem of sufficient importance to be called 
the attention of the users of Professor Johnson’s book. A statement 
page 217 implies that wages paid employees of motor carriers are regulated 
by the government. Certainly, the Interstate Commerce act gives no such 
authority to the Interstate Commerce Commission. A statement on page 
236 says that the Interstate Commerce Commission has authority t 
regulate the weight of motor vehicles. The Motor Carrier act empowere¢ 
the Commission to investigate the need for federal regulation of suc! 
weights, but did not give the Commission authority to invade this field 
regulation which has thus far been left to the states. 

Economists will be particularly interested in Professor Johnson’s views 
on various controversial questions of public policy relating to transports 
tion. 

On labor legislation Professor Johnson says that strikes which may 10- 
terrupt the operation of railroads and other essential transportation facilities 
should be made illegal. “‘The law should make compulsory the arbitration 
disputes as to wages and working conditions that are not equitably settlec 
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egotiation, mediation or voluntary arbitration” (p. 155). He also says 
‘The Government should provide an impartial arbitration board, or 
is, which should be composed not of representatives of the labor 
vations and the railroads but of able and intelligently equipped im- 
| representatives of the public” (p. 155). He would make the awards 
ese boards binding and enforceable by federal authority. 
Professor Johnson claims that political pressures and local interests exert 
much influence in the development and improvement of waterways. 
; remedy is suggested in the form of a rhetorical question. ““Why should 
he addition of a new waterway to the national transportation system, 
he expenditure of funds therefor, as well as the building of an addi- 
| railroad, be found by an impartial and competent authority, such as 
Interstate Commerce Commission, to be a needed and desirable addi- 
to the general transportation system?” (p. 316). 
On the so-called subsidy question Professor Johnson says: ““When, and to 
extent that, the government provides and maintains waterway, high- 
ind airway facilities at public expense, the users of the facilities should 
proportionally to benefits received, the expenses incurred by the tax- 
g public” (p. 392). Professor Johnson does not attempt to go into the 
difficult problems and controversial issues which arise in the attempt 
pply this principle. Although advocating user charges for the use of 
blicity provided transportation facilities, Professor Johnson expresses the 
ew that the diversion of highway revenues to non-highway uses is ‘‘neither 
se nor uae ’ (p. 198. See also p. 202). 
rhroughout the book Professor Johnson emphasizes the need for a co- 
ordinated and integrated transportation system (pp. 22, 56, 66, 166, 401- 


4( 2) ‘Hei is inclined to be critical of the present policy of keeping the various 
des of transport more or less independent of each other. He favors much 
greater leniency in permitting railroad control of highway, water, and air 


riers, or direct participation by railroads in these forms of transport. 
Incidentally, the statement that the Civil Aeronautics Board has inter- 
reted the Civil Aeronautics act ‘‘as prohibiting the railroad companies 
engaging in air transportation” (p. 386. See also p. 402) is a bit 
trong. The Board has pointed out that the act does not prohibit, al- 

it does restrict, participation of surface carriers in air transport (6 

\.B. 1,7). The Board, however, is opposed to railroad participation in air 
nsport as a general policy, and it is not likely that such participation will 
generally permitted by the Board while existing statutory restrictions 


iin. Professor Johnson recognizes that transport coordin ation 1, at least 
ordination in service, may be attained without direct participation by 
roads in highway, water, or air transport, but he believes t tt es a govern- 
ntal policy which emphasizes “‘the dissociation and competition of rail- 


nd other modes of transport restricts actual coordination that is 
esirable” (p. 215. See also p. 126). Although a good case can be made for 
‘reater liberality in permitting railroads to control other types of carriers, 
‘to engage in other forms of transportation, there are dangers in the policy. 
lessor Johnson cannot be unaware of these dangers, although they are 
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not specifically discussed in the volume under consideration. Professor 
Johnson is evidently confident that regulation can and will prevent these 
abuses. 

Consistently with the view that a coordinated and integrated transporta- 
tion system is desirable, Professor Johnson advocates a single regulatory 
agency for all modes of transportation (p. 388). | 

D. 

University of Illinois 


Economic Geography; Regional Planning; Urban 
Land; Housing 


The Future of Housing. By CHARLES ABRAMS. (New York: Harper. 1946, 
Pp. xix, 428. $5.00.) 


The acute nationwide housing shortage which emerged after V-J Day 
was unexpected by most people, including an embarrassing number of goy- 
ernment officials and economists. It was popularly regarded as an ephemera! 
by-product of war. Indeed, some industry spokesmen, fearful of criticism 
and of a burst of “overbuilding,”’ defined the ‘‘shortage” as a mere figment 
of scheming bureaucratic imaginations. Even a few economists, escaping 
the hard facts of postwar America for the comforts of 18th century economi 
doctrine, described the shortage as an artificial creature of rent controls 
But millions of families, forced to adopt unpleasant expedients—from living 
in chicken coops to jeopardizing their financial future with homes pur 
chased at twice their prewar value—were convinced that the housing short- 
age was very real and demanded positive solutions. Housing leaped to th 
forefront of national attention as an issue of prime political, economic and 
social importance. 

It is not generally understood as yet, however, that the current housing 
problem is no mere by-product of war. It is deep-rooted in the basic defi- 
ciencies of our whole system of homebuilding, home-ownership, and com- 
munity planning. The solution will be painful and slow at best. Housing 
will remain a cardinal national issue for years ahead; it will absorb extensiv 
energies of government, regardless of what political party is in power 
More important, housing may become the arena for basic political-econom: 
changes which will transcend the field of housing. Long glossed over by 
most social scientists, the housing problem today demands intensive and 
constructive examination by all students of the American political-economi 
system. 

The Future of Housing, by Charles Abrams, represents an outstanding 
contribution toward a better understanding of this vital issue. Though rich 
in descriptive material about the institutions comprising the housing field 
the book is essentially a vigorous brief in support of a proposed set of solu- 
tions. The author’s treatment is unusually broad, both in method of ap 
proach and in subject matter. 

Uninhibited by the customary (and frequently artificial) limitations o! 
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essor methodology and subject matter which characterize the various social 
these science disciplines, the author employs a composite approach of economics, 

istory, pressure politics, public administration, sociology, law and political 
orta- phil sophy. Subjectwise, the study covers a wide sweep of institutions, con- 
tory tions, and practices which contribute to and arise from the housing prob- 

n. These include: the relation of housing to the national economy, the 
IN justries involved in home construction, sale and ownership (including 


ials production and distribution, homebuilding, real estate and financ- 
*), construction labor, the mortgage structure, problems of home owner- 
ship, the theory of land value, the slum problem and the plight of low-in- 
ne families, community planning and redevelopment, evolution of legal 
cepts affecting housing, public housing, federal agencies and policies in 
046 sing, subsidies, and housing politics and legislation. 
he author’s brief involves four basic steps: (1) a forceful indictment of 
e present housing system, (2) an analysis of why the system works badly, 


Daj 3) a critical appraisal of federal government activities in the housing field, 
on +) a definition of social objectives and a positive program for achieving 
os ese. The price paid for this breadth of treatment is a tendency toward su- 
mm iality and disorder (particularly from the viewpoint of uninitiated 
1€] 


dents). But the result seems well worth the price. 
ng n his indictment, the author charges the homebuilding industry with 
ire to meet the needs of the bulk of the population. ‘“‘America has land, 
and materials—more than enough for all. Yet, home building lags, 
-" using shortages, slums, and insecurity of home ownership stand out in 
; ter contrast to our wealth and industrial vigor in production.” Failure 
he housing industry to keep technological and organizational pace with 
her industries, coupled with an archaic financing system, has inflated the 
of decent housing beyond the financial reach of a large proportion of 
\merican families. Many new homes are shoddy; many old ones are poorly 
Ing maintained. Millions of families have been pressured into home ownership 
- y precarious institution because of the “honorable mention” which 
consumer’s interest typically receives in the housing field. Abrams 
ng lleges that speculative building by small enterprises under the /atssez-faire 
' i has resulted in unplanned, inefficient, and disfigured communities; 
as produced and perpetuated blighted slum areas (urban and rural both). 
Vinally, the home-building industry as a major segment of the national 
economy has contributed substantially to the instability of general eco- 
ictivity rather than serving as a stabilizing factor. 
Most students of the housing problem would not take basic issue with 
the principal counts in Abrams’ indictment, though some might complain 
his lawyer’s background shows through in the exceptional force with 
- which he develops his own side of the case. Those dissenters who choose 
deny his indictment will have difficulty overcoming the hard facts upon 
which it rests. 
In examining the causes of failure, Abrams places principal blame upon 
he inefficiency, ineptitude and irresponsibility inherent in the small-scale 
enterprise which characterizes the housing industry at the construction 
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level. He defines the home-building industry as “‘a group of diverse hand;. 
crafts, hamstrung by disorganization, waste, undercapitalization, and yp. 
fair competition.” The notorious restrictions in the housing field which 
throttle efficiency and technological progress are attributed to the inability 

of small builders to effect a more rational organization between themselves 
and the materials producers and distributors, the labor, and the financia| 
institutions upon which the production of housing depends. 

At this point the economist interested in market structures and pricing 
behavior may be disappointed in the author’s failure to provide a more 
penetrating analysis to support his thesis. In the reviewer’s opinion, there js 
insufficient treatment of the building materials distribution system as a 
major factor in keeping costs high. Moreover, greater prominence might be 
given to the “depression psychosis” which permeates the entire housing 
industry—materials producers and distributors, construction labor, lenders 
and homebuilders alike—as a principal cause of protectionist restrictions 
The passion for “‘protection against the next depression”’ in this depression- 
ridden industry has impelled each group to erect its own version of the 
Smoot-Hawley tariff. The future instability and inefficiency of the housing 
industry breeds upon its own past record. 

The Future of Housing provides a useful summary of government activity 
in the housing field over recent years, tied in with a discussion of “‘housing 
politics.”” There is useful material for the student of public administration, 
but disappointment for the political economist who is looking for detailed 
evidence on the tactics of pressure groups—with which the housing field has 
been pregnant in recent years. Abrams is profoundly critical of the role 
which the federal government has played in housing. His principal bou- 
quets are reserved for the public housing program, the major weakness of 
which has been its small “experimental scale.”” His most caustic criticism 
is directed at the Federal Housing Administration for its conduct of th 
mortgage insurance program as a boon to builders and lenders, rather than 
consumers. His attitude toward Housing Expediter Wilson Wyatt is aki 
to the admiration and pity which one bestows upon a courageous young 
man marching boldly into a pack of wolves—to his inevitable doom. 

The author regards the Federal Housing Administration and the Home 
Loan Bank System as good programs gone wrong. ‘“‘Haphazardly conceived’ 
to meet emergency problems in the ’thirties but directed toward admirable 
social goals, he argues, these programs have since hardened into long-term 
programs distorted by the pressure of private business groups (the mortgag' 
lenders, home-builders, and real estate brokers) to fulfill their main aim of 
having the public absorb entrepreneurial risks. Thus the government's 
major effort in the field, he charges, has become that of propping up 4 
fundamentally unsound home-building and home-finance structure, with 
little attention paid to the ailing consumer. Members of the housing | 
dustry who vigorously defend their “stronghold of private enterprise’ 
against the alleged onslaught of ‘socialized housing,’ Abrams argues, ar 
actually proponents of a system of “‘socialized losses” inimical to our tradi: 
tional system of risk-bearing free enterprise. This subservience of govern- 
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to the pressure of business interests for the removal of risk from pri- 
enterprise, he observes, represents a marked trend toward political 
tions having implications far broader than housing. He finds signifi- 

e for the United States in the fact that the housing issue in England 
| a major role in bringing about an important change in government. 
Wagner-Ellender-Taft ‘General Housing Bill’ is classified by 

ns as a definite step in the right direction, but unfortunately weak- 

| by compromises and cluttered with sops to the opponents of genuine 


rm in the housing system. 
\brams’ central thesis in approaching his proposed solution is that mass 


ction is the real solution to the housing problem. ‘‘The prospect of 


iss production for mass need of a uniform low-cost house will never be 


t so long as the enterprise is tied to the small initiator of the enterprise 

e small home-builder]. It is at this level that reform must come.” 
ms rejects the proposition (rather too glibly, in the judgment of the 
wer) that factory prefabrication of homes on a mass production scale 


is substantial promise as a method of cutting housing costs. 


solution is to substitute the local government housing authority for 
small builder as entrepreneur at the housing construction level. The 
thority, with aid and guidance from the federal government, would 
the management functions of a relatively large-scale initiator; 
ild integrate housing with general community planning and redevelop- 
ind in most instances it would sell the finished homes to private 
ns (except in the case of ‘public housing” furnished on a subsidized 
basis to lower-income families). The local government body, Abrams 
would be managing the construction of houses on a sufficiently 
scale to secure the economies of mass planning, mass buying, and mass 
ction; it could handle the labor problem more effectively; it could 
tain a steady rate of operation despite cyclical fluctuations elsewhere 
economy; it could foster rapid technological improvements in mate- 
nd construction methods; it could improve housing design; and most 
tant of all, it could give adequate attention to the interests of the 
le who were going to live in the houses. 
rams’ central proposal of public entrepreneurship in home construc- 
nd community development must not be confused with ‘public 
’ though the two have much in common. The principal distinction 
the prompt divestment of ownership by government of the finished 


ses under his public entrepreneurship formula, as contrasted with the 


ownership and operation of dwellings which typifies subsidized 


iblic housing.”’ The author, perhaps partly in an effort to avoid disquiet- 


S private-enterprise-minded readers, emphasizes that avoidance or 
izing of public ownership of housing prevents his proposal from falling 


hin the definition of a full-scale socialism. Indeed, he argues that efficient 


> Lildt 


entrepreneurship, resulting in greater production, sounder private 
ownership, and better communities, will strengthen the sinews of 
ite enterprise. These semantics may confuse somewhat the reader who 
that public entrepreneurship (and not merely public ownership) has 


| 
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something to do with socialism, and who therefore finds himself being jp. 
vited to approach the greater glories of private enterprise through the route 
of socialism. Abrams’ answer to such sceptical or squeamish souls is that 
“only a politically irresponsible government will favor the welfare of ap 
enterprise that cannot fulfill its function in the society over the welfare oj 
its people.”” And perhaps one can see him saying—between the lines—“]j 
this be socialistic, then make the most of it.” 

The reviewer is sympathetic with the author’s valiant effort to achiey 
a positive solution to America’s housing problem. The solution he proposes 
has “‘an attractive tonal quality” (to borrow from the author). But in this 
reviewer’s opinion, Abrams has failed as yet to make a convincing case (| 
that the problem cannot be largely met without extensive abandonment oj 
private entrepreneurship or (2) that his formula will actually yield th 
best results on a large scale. But unless the private enterprisers in the hous. 
ing field make far greater haste in arriving at a workable and acceptab| 
solution to the problem, there seems little doubt that Abram’s formula 
would be preferable and will be demanded by an American public whic! 
is not being satisfactorily served in the housing field. The author’s approa 
should certainly be explored vigorously, as should the route of progressiy 
private entrepreneurship utilizing the economies of standardization 
mass production. 

Puitrp H. Coomps 
Amherst College 


Labor and Industrial Relations 


The Challenge of Industrial Relations: Trade Unions, Management, and | 
Public Interest. By SUMNER H. SLICHTER. (Ithaca: Cornell Univ. Press 
1947. Pp. vii, 196. $2.50.) 

In November, 1946, Professor Slichter delivered a series of six Messenger 
lectures at Cornell University. With very little change in text these lectures 
now appear as the six chapters of a book. In organization and style t! 
were clearly designed for platform delivery to a semi-popular audience, a! 
the printed version continues to be set in this atmosphere. Although 11 
frankly not a technical treatise, it contains much that is of genuine im} 
tance to professional economists. 

Slichter’s purpose in this volume is to emphasize the fact that un 
management relations are no longer matters of concern to the parties on) 
[he organizations of both labor and management have recently grown t 
such tremendous size and have acquired such vast powers that their re 
tions with each other have become matters of profound public interes! 
Particular attention is devoted to the growth of unions, the fact of t 
existence of large employers being taken pretty much for granted. T 
unions, in Slichter’s judgment, have grown so rapidly that they have, as 
rule, been unable to grasp the significance of their own strength, w! 
creates an obligation to consider the public welfare. Out of this situat 
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y of the problems which plague the nation today, among which 


iy be mentioned as representative: the ‘‘responsibility”’ of unions 


men for work- 


nt, the representativeness of unions as spokesmen for 


reement, 


national income 


fects of union policy upon employment and the nationa! 


uses and effects of wage adjustments. With the modesty becoming 
e, Slichter does not claim to have here solved these vital prob- 
is “aim has been to define and open issues rather than to re 
lusions”’ (p. v1). 
ver has thus far emphasized the basic importance est 


semi-popular level: the problems raised are problems for 


but their existence is already recognized by professional econo- 
e latter, however, Slichter tosses a few very small but hig 
bombs.”’ For he makes a plea for ‘“‘the development of a 
wledge concerning the economics of wages”’ (p. 96), thereby 
g the total inadequacy of the present state of wage theory. And 
sits the proposition that ‘‘collective bargaining in practi 
lly from the model which is assumed in theory” (p. 129). 
‘ 


imstances in which he presented these ideas an elabora 


their full meaning was obviously impossible. In the 
elaborates these propositions only enough to suggest their 
gnincance 

e war a majority of the professorial labor economists wer¢ 


service of government agencies wherein they were oblige 


e constantly in the actual job of setting wage rates 


her terms of labor-management agreements. Most of 


e position of “representing the public.’”’ To the dismay 


f them they found that the beautiful taxonomic str r 
they had taught and described for years seems 
deq to their daily needs. Some attempted rus 
ground that conditions were abnormal and that there were 
1ences which distorted the facts. But all wer 
truth that economists knew very little lee 
s and of collective bargaining. To certain sus} 
( lea that there were insufficient known i ts 
ory of wages at all. While the war was still proces g 
gue John Dunlop pioneered an analysis of hither 
Wage Determination Under Trade Unionism. Start r 
sitions, R rd A. Lester has morer 2 
marg inaivsis aS app ed to wages. A Sur 
| 
haste contention that 
m that which economic theor 
ys that the theory has bee ur 
S tner 1S thoro OT (jr 
s gener assumed wages to be « - 
re r€ at tne ire irge r 
\ eco forces are only a sma rt of r 
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economic process. To study collective bargaining on the assumption that jt 
is a matter of economics alone is, to paraphrase John Ruskin, similar to , 
study of gymnastics which assumes that the human body has no skeleton, 
Professor Slichter insists that the skeleton be remembered. He gives only 
the briefest analysis of the actual characteristics of collective bargaining 
but he points out the direction in which the study of that process must go 
if it is ever to be fully understood. 

Unfortunately, the brevity and the popular character of the book have 
required the author to utilize many generalizations. It is not meant to imp); 
that generalizations as such are bad, but some which appear in this book 
are quite bewildering to the reviewer. A few illustrations are necessary 
“The trade unions are the most powerful economic organizations in the 
community” (pp. 4, 14). Can it be demonstrated that the sum total of union 
power is greater than the sum total of corporate power? “... the Great 
Depression of 1929... . broke the influence of business upon the thinking of 
the community” (p. 10). It may have given that influence some severe dents, 
but can it be said to be broken? ‘‘Total output of goods divided by popula- 
tion of the community gives the average standard of living for the commv- 
nity’’ (p. 72). Doesn’t it simply give the average output per person? ‘Wages 
for the same type of labor should not be the same in different occupations, 
industries, or places but should vary inversely with the attractiveness of 
the occupation, industry or place” (p. 73). Granted that this may often by 
correct, wouldn’t its universality tend to subsidize poor management out 
of the wage-earner’s pockets? ‘‘Prices will be higher and output less where 
the bargaining power of unions is high” (p. 74). But the influence of wage 
increases upon prices is neither automatic nor invariably in the same direc- 
tion. ‘What is not permitted to employers should not be allowed to unions 
(p. 157). Are the characteristics of employers and unions so perfectly paired 
that they can properly be covered by identical regulations? Occasionall) 
such generalizations are stated as axiomatic, and argument is built upon 
them, to the distraction of the reader. However these blemishes are details 
which should not be belabored. 

In addition to the other merits of the book, its handsome format earns 
credit for the Cornell University Press. 

WILLiAM S. Hopkins 


University of Washington 


Labor Force Definition and Measurement. Prepared by Louts J. Ducorr ané 
MARGARET JARMAN Hacoop for the Subcommittee on Labor Fore 
Statistics of the Committee on Labor Market Research. (New York 
Social Science Research Council. 1947. Pp. x, 134. $1.00.) 

As quantitative data gain increasing importance in economics, it becomes 
essential for economists to acquire a thorough insight into the techniques 
used in the measurement of economic and social phenomena. Ever; 


physicist knows that his instruments are imperfect, and that familiarity 


with their characteristics is indispensable to a correct interpretation 


their readings. Yet all too often the economist, as well as the layman, us¢s 
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al measures such as unemployment, national income or industrial 
tion without any precise understanding of either the concepts under- 

se measures or their accuracy and sensitivity in relation to uses he 
takes of them. 

For this the economist is perhaps not altogether to blame. Most such 
res are compiled by the statistical agencies of the federal government. 

‘ficial publications rarely provide the technical detail on concepts and 
odology needed by the technical user of the data, and federal statisti- 
of which this reviewer is one) are not noted for their contributions to 
| journals on these subjects. It is gratifying, therefore, to find a 
which provides a clear and thorough analysis of the concepts and 

jues of measurement currently employed in one important field. 

[he report under review deals with problems of definition and classifica- 
f the labor force in enumerative surveys. Problems of sampling and 
ition are excluded from consideration. The report is necessarily writ- 

primary reference to the Monthly Report on the Labor Force 


MRLF), initiated by the Works Progress Administration in 1940 and con- 


ted since 1942 by the Bureau of the Census. Mr. Ducoff and Mrs. 


Hagood have been active members of the interagency technical committee 


has advised on this survey during the past several years. 
Apart from introduction and appendices, the report comprises only three 
pters. The first of these deals with (a) the essential characteristics and 
; of data from enumerative labor force surveys, (b) the problems of 
ion and classification (employed, unemployed), (c) the problems of 
ng schedules and procedures to secure the necessary information in 
irse of the household interview, (d) the developments leading to the 
tion of the revised MRLF schedule in July, 1945. 
cond chapter deals with the need for further differentiation (a) 
the employed, to separate out the “‘inadequately employed”’ in 
| categories, and (b) among the unemployed, to distinguish those 
‘ only part-time work, new workers, and workers only temporarily 
labor force. Enumerative approaches which might serve as the basis 
ese Classifications are discussed. 
third chapter is devoted to a discussion of the effect of various 
ic and demographic factors on the size and composition of the labor 
, with particular reference to the problems of preparing and interpret- 
g forecasts of future labor force under conditions of full employment. 
‘appendices consist of independent papers on related subjects, pre- 
by other members of the Subcommittee on Labor Force Statistics. 
rst of these, by John Durand, traces the development of the present 
force concept during the depression decade. The second, by the pres- 
reviewer, attempts a brief summary of the development and character- 
s of establishment employment statistics and a discussion of employment 
e and unemployment insurance statistics on unemployment. The 
rd, by Gladys Palmer and Ann Ratner, outlines the techniques developed 
ne Industrial Research Department of the University of Pennsylvania 
preparing historical labor force estimates for the Philadelphia metropoli- 
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tan area. Additional appendices present the labor force schedules used ;; 
the 16th decennial census and the Monthly Report on the Labor Force, an; 
provide selective bibliographies on the development of labor force concepts 
and on population sampling. 

The report is excellently organized and clearly written. It is indispensab; 
background for every economist who has occasion to make serious use 
current labor force data either for current economic analysis or in connectioy 
with general economic planning. 

LoRING Woop 

Washington D. C. 


Labor Problems. By W. V. Owen. (New York: Ronald Press. 1946. Pp. xy, 
570. $4.50.) 


This work on labor presents nothing new—except the descriptive stor 
of the subject as developed in the United States since Pearl Harbor an 
perhaps its method of presentation. It is, therefore, probably destined | 
take its place in the field of literature on this subject far behind the standar 
works already published but which are currently in need of revision. 

In certain respects the organization of subject matter suggests a new 
pattern. In so far as this is true the author has made some contributior 
although some may question its soundness and effectiveness. The book 
presented in four parts. Part I presents an introduction to the “labor 
market”’ and its problems, wherein the “labor problem” is defined, th 
labor market is delimited, and the general characteristics of labor are « 
scribed. 

Part II presents the labor market in operation. Here the author discusses 
the nature of the supply of, and the demand for, labor, and the results of ar 
equilibrium of these forces. After a traditional review of the factors influe 
ing the supply of labor, including population and the component parts 
making up the working force according to sex, age, and nationality, the r 
demand for labor is described and the general characteristics of what 
usually referred to as the “basic problems” of labor (1.e., wages, hours, a1 
working conditions) are set forth. Under perfect conditions wages are said | 
be determined by (1) the number of workers, (2) productivity of the mar- 
ginal producer, (3) present value of the product of the marginal producer 
and (4) determination of the present value of the productivity of the n 
ginal worker (p. 106). But conditions are imperfect, and wage different 
are present within the system, the result of differences in occupations, e! 
ployer attitudes, monopolistic and competitive conditions, characteristics 
industries, and customs (p. 108). But wages paid ‘‘above or below the equ: 
librium wage (marginal productivity) will set into motion a chain of e 
nomic forces which, in a free market, will force wages back to the marke! 
rate’’ (p. 121). 

Part III deals with the artificial control of the labor market through th 
growth of the trade union movement, employer attitudes and activities, a! 
labor legislation. A chapter (Chap. 21) reviews briefly some of the important 
wartime labor controls effected in the United States during recent wa! 
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rs, Considerable space is devoted in this section of the book to the his- 
development of the trade union in America, and to the growth of the 
Congress of Industrial Organizations. 
Part IV develops the problems of insecurity in the labor market, chief of 
are industrial unrest and the maintenance of industrial peace, un- 
oyment, and economic insecurity resulting from accident, illness, and 
ve. In the main the treatment here is also conventional, although 
iderable space is given (too much, in this reviewer’s opinion) to a rather 
erent digest of the United States Supreme Court decisions dealing 
the National Labor Relations Act (Chap. 24). 
e treatment throughout this work is essentially eclectic and descrip- 
only a bare minimum of synthesis and analysis is set forth. Many of 
ferences used are references to older wonks in the field rather than to 
wer literature appearing just prior to, or during and following World 


War IL. (Cf. references to publications appearing in the 1920’s and 1930’s 


r other than historical purposes). Certain weighty statistical tables with 
tle apparent textual value could have been abstracted or omitted entirely 
idvantage. The manner of subject presentation has led to some un- 
ble duplication (as, for example, the discussion of the subject of social 
irance in Chapter 10 and again in Chapters 30 and 31), although this 
be considered a serious defect. 


not 


Some day some scholar will make a real contribution to the field of labor 
omics by bringing together in synthetic fashion the results of knowledge 
ently acquired in quantitative form bearing upon such problems as wages 


| productivity in a basic restatement of wage theory, and thus will put to 
the unrealities and inadequacies of neoclassical wage theory in present- 
new theory of labor. The author of the present work, in all fairness, 
kes no claim to such a contribution. However, energies spent on mere 
hes and dated descriptions might well be saved so that the bigger basic 
may be realized sooner. 
A. Dopp 
University of California, Los Angeles 


Social Insurance; Relief; Pensions; Public Welfare 


and Social Security. By Lew1s Mertiam. (Washington: Brookings 
Institution. 1946. Pp. xx, 912. $5.00.) 


‘in the late ’thirties” as a study of relief and 

stration. This was financed by grants to Brookings Institution 
by Marshall Field and the Falk Corporation. Fifteen academi 
‘s, most of them political scientists, undertook as many independent 
lies in different parts of the country. What became of these studies and 


[his book had its beginning 


ise was made of them is not clear. None are mentioned specifically in 


but the longest chapters deal with the relief programs of the 


‘he war prevented the completion of the study of relief originally con- 
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templated. When it was taken up again, Lewis Meriam was put in charge 
and the study was broadened to cover not only relief but all aspects of 
social security. Emphasis was shifted from what to do about relief to ad. 
vocacy of an entirely new system of social security. 

The result is this book of 900 pages, which is divided into three parts, 
Part I, constituting half of the book, is devoted to a description and criticism 
of the ‘‘American Relief and Social Security Program.” Part II, in 1009 
pages, deals with foreign experience with relief and social security. Part III, 
of over 300 pages, presents the author’s program, which is the leit motif in 
the entire book. 

Part I is not an entirely satisfactory account of the present American 
relief and social security programs. For one, it lacks historical perspective, 
dating all social security legislation except the mothers’ pension laws from 
the passage of the Social Security Act in 1935. It suffers also from being 
written almost exclusively from the point of view of the national govern- 
ment, in disregard of the fact that most of the present relief and social 
security programs are established by state laws and are state and locally 
administered. Workmen’s compensation is not so much as mentioned. Prac- 
tically nothing is said about relief as it has functioned since the termination 
of the federal programs of the nineteen thirties, which are dealt with at 
great length. The treatment of other social security programs is more nearly 
up to date, but no statistics later than 1942 are cited. 

Part II might appropriately be called ‘‘Lessons from Abroad.” In it are 
discussed the Beveridge Plan as proposed in England in 1942 and the New 
Zealand system of social security instituted in 1938. Features of these pro- 
grams are stressed which are in accord with the author’s recommendations 
for a sound American program. 

Part III is entitled “‘Major Issues Today,” but is really a presentation of 
the author’s views on needed changes in the existing American programs. 
What the author proposes is that the present social security programs (ex- 
cept workmen’s compensation, which he does not mention) be replaced by a 
unified, all-inclusive, national relief system, which is to be financed by an 
earmarked, universal, flat tax on earned incomes, without exemptions. Al! 
Americans would be included within the system and if they have any in- 
come whatsoever also be taxed for its costs. But no one is to be eligible to 
any benefits who is not in need and the benefits are limited to amounts 
sufficient for subsistence. The program would, thus, serve as a guarantee 
against starvation in all contingencies of life but would keep down costs to 
an irreducible minimum. It would also relieve employers from the payroll 
taxes they now have to pay for unemployment compensation and old age 
and survivors’ insurance and the much larger taxes they face in future years 
under the latter program. Incidentally, it would also operate to shift a large 
part of the costs of relief from the general revenue sources to the special 
tax proposed by the author, which in major part would be a tax upon in- 
come from employment. 

The case made by Meriam for his program is promised upon these con- 
cepts: It is a moral obligation of a civilized society to provide a minimum 
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ient for subsistence to all who are in need. To make payments 
funds to people not in need (other than for services rendered) 
nts greater than necessary to redress need, however, amounts to a 
ition of income, which is both immoral and destructive of our 
system of free enterprise. While insurance is a socially desirable 
social insurance is not insurance in any proper sense. It amounts 
ng Peter to pay Paul, rewarding inefficiency and lack of thrift, at 
se of industry and to the detriment of enterprise. As a method of 
re of the needy, it is extremely costly and wasteful. A universal 
ince system, on the lines of the Beveridge Plan, will impose such 
rden upon industry that full employment will become impossible 
enterprise will have to be abandoned. A relief system, financed 
taxes upon the workers, will relieve industry of unjust burdens 
to prosper for the benefit of all. A needs test for public assis- 
eretofore administered is odious, but its most objectionable fea- 
be eliminated as demonstrated in New Zealand. In addition, it 
ver be the objective to make as many relief recipients self-support- 
ssible and qualified investigators and home visitors can be very 
respect. 
es setting forth the principles which should govern policy in this 
| presenting many suggestions for a logical application of these 
legislation and administration, Meriam makes many telling 
of the present social security programs. Not only do they not in- 
groups in the population, but they are entirely uncoordinated 
inequities. Unemployment insurance payments go largely to 
10 do not really need them. This is true also of old age and sur- 
irance benefits; moreover, old age and survivors’ insurance pays 
benefits to the fortunate few who qualify. In future years the 
s system will mount, although many who pay taxes will never 
nefits. The several public assistance programs are more equitable 
idly administered by the state and local governments. 
of the criticisms which Meriam makes of the present social security 
nfortunately are valid. Every one of the existing programs needs 
g and there is great need for better coordination between them. 
y valuable in this respect are Meriam’s criticisms of the present 
| survivors’ insurance system, which is clearly the least adequate 
x programs, although it has been loudly acclaimed by many of 
tes of social insurance. Meriam is also on solid ground in pointing 
must have substantially universal coverage if we are to have 
security.. While saying very little about the need for protection 
he risks of sickness and disability, he, soundly, favors inclusion of 
ls resulting in dependency. 


reviewer parts company from the author when it comes to substitut- 
ef program for all resort to social insurance and also from the 
proposals for financing the relief costs mainly from a flat rate tax 
e trom employment. To the reviewer these proposals seem unreal- 
equitable—much more so than the existing systems with all their 
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defects. I can see nothing immoral in utilizing insurance principles in at. 
tempts made by the United States to cope with the problem of providing , 
minimum income, sufficient not for bare subsistence but for an Americay 
standard of living, to all Americans. True, social insurance does not give 
every one a return exactly equal to his contributions, but private insurance 
likewise, does not do so and it is highly approved by Meriam. Neither do | 
believe social security to be at variance with the principles of a system oj 
free enterprise. It does mean changes which will make our economic system 
function in a manner which will be more beneficial to the majority of the 
population, but it is my conviction that only by moving in that direction 
can we hope to preserve the essentials of the existing system—which I, like 
Meriam, believe is not only best suited for maximum production but vita! 
to the preservation of individual freedom. 

Meriam is very practical minded and rests his case largely upon figures 
of comparative costs. While his computations are accurate, I believe 
Meriam’s estimates to be misleading because they ignore realities. In com- 
puting the costs of a Beveridge Plan for the United States, Meriam allows 
no offsets for the increased production which may be expected from workers 
who enjoy the protection of an adequate social security system. As Frieda 
Wunderlich has well developed in her article, “‘Social Insurance Versus Poor 
Relief,’ in the March, 1947, issue of Social Research, social insurance pay- 
ments represent, in large part, an investment in the labor force of the 
country, which is its most important productive asset. How large socis 
security payments are likely to become in future years does warrant at- 
tention. It is high time that in discussing the costs of the old age and sur- 
vivors’ insurance we drop the misleading “‘pay-as-you-go”’ concept, which 
really means ignoring the liabilities we are incurring, blissfully going int 
debt as we go without even being aware of that fact. Obviously, also, what 
we can afford to spend for social security is limited by our production. But 
it is equally unrealistic to regard as unproductive an expenditure from 
social insurance funds to cure a child of polio—to use one of Miss Wunder- 
lich’s illustrations—while private expenditures for cosmetics or liquor ar 
looked upon as increasing the national income. 

No less unrealistic is Meriam’s assumption that under a relief system 
costs will remain as low as they now are. What is to be expected under 4 
system in which payments are conditioned upon need has been illustrated 
by the actual experience with old age assistance in many of our states, 
particularly those of the West. Under the Social Security Act assistance 
payments may be made only to. old people who are in need. But many 
states have broadened the definitions of need and what is deemed to be 
necessary to relieve need has been greatly liberalized. Assistance payments 
have been markedly increased, as has the percentage of the old peopl 
deemed to be in need. Even the “jack pot” payment of over $200 to eaci 
person on the old age assistance rolls made by Colorado at the close of 1% 
passed the muster of the needs test from both state and federal officials 
Yet the number of the old people is much smaller than will be that of the 
people subject to the employment tax under Meriam’s proposal. To expect 
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s of millions of workers to be satisfied with paying taxes in 
; program without getting any benefits, seems to me to be an op- 
ype which is entirely without foundation in human nature or 
politics. 
ver may be the merits of Meriam’s relief program which he wo 
for the present social security program, it merits serious attent 
who are interested in social security. After using this book as 
or a semester in an elementary course in social security, the r 
is reached the conclusion that, although it is the most recent get 
se on the subject, it will not do for this purpose. But this book was 
for textbook purposes but to get acceptance of the program 


s its purposes very well and is likely to be quite influential. Ther 
spects that Congress will revise the Social Security Act mater 
s 1948 session. In the present high tide of conservatism, Meriam’s 
re certain to receive much attention among the groups v 
ost influential with Congress. Even people who do not like this 
need to become thoroughly familiar with it and the arguments 
ts support. 


Wisconsin 


Works Wage Rate and Some of Its Economic Effects. By V10LA 
New York: Columbia Univ. Press. 1946. Pp. 313. $3.50 
k describes the public works wage policies of the prewar depres 
ventures into the difficult question of their effe 
ihe desc ription of wage policies is sketchy The ana ysis 
ts Is given extended treatment, and the statistical effort in t 
the most ambitious yet undertaken. According to D1 Wyck 
ontribution is ‘‘the data comparing public works wage 1 
es.’’ The larger and more nebulous influence of public work 
sumer income and purchasing power, and therefore o 
r, is wisely excluded from considerat 
distinguishes between public wage policies w] 
1) the unemployed and (2) the employed. Only th 
for the purpose at hand because (and this is dubious) o 
private wage rates. This distinction leads to a det 


sal relationships between public work 


means of twelve hypothe tical models. The models art 
lifferent combinations of assumptions relating to (1) v 
ons of supply of labor, ind 3) amount of | iblic emp ; 
wage rates (hourly) may be above, equal to, or below privat: 
rable types of labor. Labor supply may be competitive 
r monopolistic (organized). Public employment may br 
relatively small part of the unemployed or to unemploye 


orma hoat. The models assume no chang 
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private demand for labor after the introduction of public works, althoug} , 
change in private demand is taken into account in some cases. 
In the first six models a competitive labor supply is assumed; public wor: 
provides work to part of the unemployed in three models, and in the othe, 
three all the unemployed are given work. The effects of varying pubjj 
works wage rates are then analyzed; in general, the effects are seen to \y 
stimulative. The decline in private rates is arrested, and in some instanes 
these rates rise. A similar analysis is applied to the remaining six case: 
all of which assume the existence and influence of unions on both private 
rates and on public works policy. In varying degrees public works rates 
tend to support or increase private rates. However, the payment of les. 
than-prevailing rates might reduce private rates under some circumstance 
i.e., if there is a decrease in other demands for labor, but this seems to by 
regarded as unlikely in practice. 
The model analysis leads to the empirical investigation of wage policies 
and a comparison of public and private wages. Unskilled common labor, 
WPA projects and farm labor are taken to represent the competitive cop- 
ditions set forth in the first six models. Skilled building trades labor on both 
PWA and WPA in a number of cities and private employment of this type 
of labor correspond to the monopolistic conditions of the remaining models, 
To make comparisons Dr. Wyckoff derived average hourly wage rates by 
states for WPA common labor and obtained an abundance of wage data 
from the Department of Agriculture. Skilled labor wage rates were obtained 
from the several private and public sources readily available. Half of the 
book is devoted to the presentation and analysis of public works and private 
wage rates. 
The conclusion drawn from a comparison of wage rates is: “Sufficient 
evidence has been presented . . . to indicate a very strong presumption that 
the public works wage rates affect the private wage rate. If public works 
employ a significant number of workers and if the public works wage rates 
are above private wage rates the latter will tend to climb to the level of the 
public works wage rates” (p. 283). Few will quarrel with this conclusion 
The book is a contribution to the literature of public works wage policy 
but much remains undone in spite of the vast amount of time and effort 
devoted to the problem. The theoretical chapter performs a service in ¢e- 
fining precisely a number of different conditions under which a public works 
program may operate. The theoretical treatment, however, seems to le 
hurriedly done because of the author’s preoccupation with the statistical 
presentation that follows later on. The probability that the supply of labor 
in a depression period is perfectly elastic over a considerable range is almos 
ignored. Moreover, the general conclusion that public works wage rates 
cause an increase in the private demand price for labor is not consistent, 
the author presents it, with the explicit assumption of an unchanged (et 
mand schedule characterizing most of the models. . 
The statistical presentation is not wholly satisfactory for the purposes 
causal analysis, as the author is aware. Comparing average monthly eat 
ings for farm workers with a range of WPA monthly earnings has its obvious 
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omings. The comparison of PWA skilled wage rates with rates paid 
ivate contract work is more convincing. In the case of WPA earnings 
eir effects on private wages the statistics useful for causal inference 
nply not adequate. A more convincing case to support the author’s 
ision could be built up from an abundance of nonstatistical informa- 
nd from the experiences of those who operated, and those who felt 


ffects of, the program. 


Wyckoff gives little attention to the bases of public works wage 
es, although her excellent chapter on pressures bears on this subject. 
earch for reasons would show that the President and Mr. Hopkins one 
oon in 1935 decided on a $50 average monthly wage payment to WPA 
rs, merely because it was a good, round figure well above existing 
payments and below average earnings in industry. The income of 


ins was determined as casually as that. The basis of the monthly sched- 
earnings by occupations, regions, and urban-rural sections, too, should 


commanded attention. The original earnings schedule was influenced 


by the considerations which form the central problem of the book. 


would be well for those who look upon public works as a ready means of 


ng full employment to ponder long upon the contentious problems of 
wage policies set forth in this volume. 

ARTHUR E. BuRNS 
rge Washington University 
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MEINHARDT, P. Inventions, patents and monopoly. (London: Stevens & Sons Ltd. 1946. Pp, 
xvi, 352. 25s.) 

ZiNK, H. American military government in Germany. (New York: Macmillan. 1947. Pp. 272. $4) 

Chronology of the Office of Price Administration, January, 1941—November, 1946. Hist. repts. on 
war admin., OPA, misc. pub. no. 1. (Washington: Supt. Docs. 1946. Pp. 70. $1.) 

Federal Trade Commission decisions, findings, orders, and stipulations, July 1—December 31. 
1944, Vol. 39. (Washington: Supt. Docs. 1947. Pp. 761. $1.75.) 

Minutes of the Price Administration Committee 1941-42, Hist. repts. on war admin., OPA, 
misc. pub. no. 2. (Washington: Supt. Docs. 1947. Pp. 65.) 

Small business and government regulation. For. and Domestic Commerce Bur. econ. ser. 58. 
(Washington: Supt. Docs. 1947. Pp. 16. 10¢.) 

Studies in war economics. Prepared at The Oxford Univ. Inst. of Statistics. (Oxford: Basi! 
Blackwell. 1947. Pp. vii, 410. 25s.) 

A selection of articles from the Bull. of the Inst. of Statistics and other periodicals. 
The beginnings of OPA, Pt. 1: The Price control act of 1942, by W. J. Wilson. Pt. 2: The Price 


Stabilization Division, by J. A. Hart. Pt. 3: Selective price control, by G. R. Taylor. Hist 
repts. on war admin., OPA, gen. pub. no. 1. (Washington: Supt. Docs. 1947. Pp. x, 246. 50¢ 


HISTORICAL REPORTS ON WAR ADMINISTRATION: WAR PRODUCTION BOARD 


The special studies listed below have been completed by the Civilian Production Adminis- 
tration, Bureau of Demobilization. Nos. 1, 2 and 3 have been absorbed in other studies and No 
7 is now in process. 

No. 4 Evolution of Premium Price Policy for Copper, Lead and Zinc—January 1940 to 
November 1943. 

No.5 Hide and leather policies of the War Production Board and predecessor agencies—May 

1940 to December 1943. 

No.6 Resumption of Production of Domestic Flat Irons—April 1943 to August 1944. 

No.8 Lead and Zinc Policies of the War Production Board and Predecessor Agencies. 

No.9 The Closing of the Gold Mines—August 1941 to March 1944. 

No. 10 Mercury Policies of the War Production Board and Predecessor Agencies. 

No. 11 Landing Craft and the War Production Board—April 1942 to May 1944. 

No. 12 Policies Governing Private Financing of Emergency Facilities—May 1940 to June 
1942. 

No 13 Farm Machinery and Equipment Policies of the War Production Board and Prede 
cessor Agencies—May 1940 to September 1944. 

No. 14 Concentration of Civilian Production by the War Production Board—September 
1941 to April 1943. 

No. 15 Development of the Reconversion Policies of the War Production Board—April 1943 
to January 1945. 

No. 16 Alcohol Policies of the War Production Board and Predecessor Agencies—May 1940) 
to January 1945. 

No. 17 Truck Production and Distribution Policies of the War Production Board and Prede- 
cessor Agencies—July 1940 to December 1944. 

No. 18 Shipbuilding Activities of the National Defense Advisory Commission and Office of 
Production Management—July 1940 to December 1941. 

No. 19 The Facilities and Construction Program of the War Production Board and Prede 
cessor Agencies—May 1940 to May 1946. 
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Py Role of the Office of Civilian Requirements in the Office of Production Manage- 
ind War Production Board—January 1941 to November 1945 
4 Production Policies under the National Defense Advisory Commission and 


f Production Management—May 1940 to December 1941 
im Policies of the War Production Board and Predecessor Agencies—May 1940 
November 1945 

ies of the National Defense Advisory Commission and the Office of Pro 
Management—May 1940 to April 1942. 

| Labor Advisory Committees in the National Defense Advisory Commission 
Office of Production Management,—May 1940 to January 1942 
nization and Administration of the War Production Board and Predecesso! 

May 1940 to November 1945 

Policies of the War Production Board—January 1942—November 1945 

r and without Compensation Personnel Policies of the War Production 
| Predecessor Agencies—August 1939 to November 1945 
Policies of the National Defense Advisory Commission and the Office of Pro 

Management—May 1940 to December 1941. 


Industrial Organization; Price and Production 
Policies; Business Methods 


tion of industry. (New York: Prentice-Hall. 1947. Pp. xiii, 370. $5.35 

\\ Organization and management in industry and busine 3d ed. (New York 
947. Pp. xvi, 819. $5.) 

ninum cartel. (Washington: Brookings Inst. 1947. Pp. xi, 130 $1.50 


for profit—a technique for business management. (New York: Wiley 
an and Hall. Pp. vii, 173. $2.75.) 
ems of small business. A statement on national policy by the CED 
Policy Committee. (New York: Committee for Econ. Development. 1947 


gratis; additional copies, 25¢ 


Marketing and Domestic Trade 


C. W., Acxorr, R. L., and Wax, M. Measuremeni of consumer interest. (Phi 
Penn. Press. London: Oxford Univ. Press. 1947. Pp. vi, 214. $3.50 


luertising for profit—a guide for small busine New York and Chicago 
Corp. 1947. Pp. xiii, 130. $2.) 
tant steps in retail credit operation—official handbook of the N Ret 


St Louis: Nat. Retail Credit Assoc. 1947. Pp. 72. $1.50 
Mining; Manufacturing ; Construction 
ned rubber ; the story of an American raw material. (New York: Rul ber R 


1947. Pp. 248. $5.) 


\.S. The textile policy of Madras government é } 

Young Mon & Co. 1947. Rs. 2/8 
\. Buna rubber ; the birth of an industry. (New York: Van Nostrand. 1947. Pj 
A economic survey of weavine communities S/ 


Inst. of Pol. and Econ. 1947. Pp. x, 221. Rs. 10 
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H. Causes of annual fluctuations in the production of livestock and livestock product 
Bus. Univ. Chicago. Stud. in Bus. Admin., Vol. XVII, no. 1, pt. 2. (Chicag niv. of 
Press. 1947. Pp. v, 105.) 


|. Farm income and prices: a re-examination of national pol Nat. eco! 
f 


New York: Am Enterprise Assoc. 1947. Pp. 34. 50¢ 


G. 8. Ag 


icultural price analysis. 2nd ed., rev. (Ames: Iowa State College Press 


231. $3.25 


W. W. The farmer in the second world war. (Ames: Iowa State College Press. 1947 


ul statistics, 1946. Dept. of Agriculture. (Washington: Supt. Docs. 1946. Pp. 739 


ency and costs and factors relating thereto. Sixth rept. of the Rural Reconstru 
ssion, Australia, April 11, 1945. (Melbourne: Govt. Printing Office. 1947. Pp. 208 


U’. S. delegation to the third Inter-American Conference on Agriculture, Cara 
“ July 24+-August 7, 1945. Dept. of State pub. 2773, cor er. 94. (Washingt 
947. Pp. v, 178. 40¢.) 


riculture, 1946. Bur. Agric. Econ., Dept. of Agriculture 
Supt Docs. 1947 Pp 56. 15¢ 
Economic Geography; Regional Planning; Urban Land; Housing 


H. W. Housing: past, present, future. (Cleveland: Real Property Inventory of M 
1947. Pp. 25. $5 


L. D. How to buy a house. (New York: Harper. 1947. Pp. xii, 176. $2.50 


M \. J “ region’s resource (Nashvi le George Peabo ( ege r Teach 


for use by teachers. 


Basin Joint Investigations, standards and level of living. Reclamation Bur. (Washing 
Supt. Docs. 1947. Pp. 48. 20¢.) 
n Canada—a factual summary, January, 1947. (Ottawa: Econ. Research D 
Mortgage and Housing Corp. 1947. Pp. 64 
\ veterans’ guide: organizing, financing, constructing, ar perating se 
es of yperative housing associations, with special reference 


Nat. Housing Agency. (Washington: Supt. Docs. 1947. Pp. 55. 15¢ 


ising projects. Federal Housing Admin. (Washington: Supt. Docs. 1947 


Labor and Industrial Relations 


C Union policies in the leather industry. Wertheim f Dp] ( 
Press. London: Geoffrey Cumberlege. Pp. xviii, 246. $3.50 
Hacoop, M. J. Labor force definition and measurement—recent ¢ rie 
tes. Prepared for the Subcommittee on Labor Force Statistics of the ¢ 
Labor Market Research. (New York: Soc. Sci. Research Cour 1947. Pp. x, 
f government in labor—manacement production \ 
Washington: Catholic Univ. of America Press. 1947. Pp. xiv, 227 
1m trade unionism ; principles and organtzatt trat N 
lishe rs 1947. Pp. 383 $3 50 
M. M. Over-hauling pension and profit-sharing plans. Fit manag 4 


New York: Am. Management Assoc. 1946. Pp. 32. 50¢ 
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memorandum on labor mobility. Soc. 


New York: Harper. 1947 


under collective bargaining 


Transport Committee 


ECONOMIC REVIEW 


' Zealand. Pub. for Victoria University C 


4 
iv) 


Sci. Research (; 


>on Labor Market Research. (New York: So, 


Pp. xix, 843. $4. 


the rights and responsi 
3aker, Voorhis. 1947. Pp. xvi, 468 


indbook of the facts and counter-measures. Re 


ocialism and Communism. (Washington: Chamber of Commerce 


Internat. Lab. Conf., Geneva, 1947. Rept. \ 


2nd session, Geneva 


1947. Pp. iv, 62 
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igreements in the cotton-textile industry. Bur. Lab. Stat. bull. 885. (Washington: Supt 
s. 1947. Pp. 64. 20¢.) 


ion of the resources of the coal mining industry: Coal Mines Committee 


2nd session, 
va, 1947. Rept. II. (Geneva: Internat. Lab. Office. 1947. Pp. 159.) 


rates and hours of labour in Canada, 1945. Rept. no. 28, suppl. to The Labour Gazette, 
, 1947. (Ottawa: Cloutier. 1947. Pp. 103.) 


Social Insurance; Relief; Pensions; Public Welfare 


ck, J. D. The food stamp plan: moving surplus commodities with special purpose money. 


:sactions of the Am. Philosophical Soc., n.s., vol. 37, pt. 2. (Philadelphia: Am. Philo- 
ical Soc. 1947. Pp. 69.) 


;, B. Comparative costs for the United States of the British plan for social security. (Chi- 
Research Council for Econ. Security. 1947. Pp. 15.) 


N. A. Social security. (Bombay: Nat. Information & Pubs. Ltd. 1947. Pp. x, 81. Rs. 


ry sickness compensation for New York State: proposals, alternatives, costs. Prepared for 
Industries of N. Y. State, Inc. (New York: Nat. Indus. Conf. Board. 1947. Pp. vi, 


fthe New York State Unemployment Insurance Advisory Council for the year 1946. (New 


k: N. Y. State Unemployment Ins. Advisory Council. 1947. Pp. 30, mimeo.) 


curity laws compilation, including the Social Security Act, as amended, and related enact- 


through March 1, 1947. (Washington: Supt. Docs. 1947. Pp. 117. 25¢.) 


ecurtty reading list, 1947. Prepared by R. M. Bull, Asst. Director, Committee on Edu- 
n and Social Security. (Washington: Am. Council on Education. 1947. Pp. 40. 50¢ 
rit elected list of references on unemployment, old age and survivors’, and health 
, 1947. (Princeton: Princeton Univ., Indus. Rel. Sec. 1947. Pp. 60. 75¢.) 
writy yearbook, 1945. Social Security Administration. (Washington: Supt. Docs. 
17. Pp. 182. 75¢.) 


gram, final report, 1935-43. Federal Works Agency. (Washington: Supt. Docs. 1947. 


145 50¢ 


Consumption; Cooperation 
f consumers’ cooperatives in 1945. Bur. Labor Stat. bull. 890. (Washington: Supt. 
7. Pp. 16. 10¢.) 


194 
Population; Migration; Vital Statistics 

J. Economics of migration. (New York: Oxford Univ. Press. 1947. Pp. xii, 285. $4.50 

population sampling. Bur. of the Census. (Washington: Supt. Docs. 1947. Pp. vi 


pects of immigration. (New York: Nat. Committee on Immigration Policy. 1947 
n and population policy. (New York: Nat. Committee on Immigration Policy. 1947 
25¢ 
ion Authority story of human conservation. (Washington: Supt. Docs. 1946. Pp. 
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Twenty-seventh annual report of the National Bureau of Economic Research. (New 
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De Monn, A. L. Certain aspects of the economic development of the American negro, 1865-19(y 
\ doctoral dissertation. Stud. in econ., Vol. 18. (Washington: Catholic Univ. of Am. Press 


Fospick, R. B. The Rockefeller Foundation—a review for 1946. (New York: Rockefeller Found; 
1947 P; 64 

Harr, R. B. Area studie ith special reference to their implications for research in the so 

iences. Pamph. no. 3. (New York: Soc. Sci. Research Council. 1947. Pp. 90. $1 


Lanpis, P. H. Social policies in the making—a dynamic view of social problems. (Boston: D. C 
Heath. 1947. Pp. xix, 554. $4 


\ textbook for social problems courses, with relatively minor attention to econor 


Younc, L. M., editor. Women’s opportunities and responsibilities. The Annals, Vol. 251 


74 
Philadelphia: Am. Acad. of Pol. and Soc. Science. 1947. Pp. v, 223. $2 
{nnual report of the Social Science Research Council, 1945-46. (New York: Soc. Sci. Resea 
( ( 1947. Pp. 106 
( les Commtssion for Research in Economics five-year report, 1942-46. (Chicago: Univ 
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Sweden since 1939 
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\ MA> nomiskt skeende och politiska firdndrir r. En ts and p 
4 
ges nausvetenskapliga studier I 1946 


| mari The state an yMics. (STOCK Fort 
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n fordndrad varld. A changed world. (Stockholm. 1945 


Frankrikes vég. The road that France took back. (Stockholm: Ekonomi och s 
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1945. Pp. 187 
Chicago. 1947. Pp. 43 
Eko k teori. Monetary equilibrium. I, II. (Lunds 1 ersitets Arsskrift. I, pu 
ed 1939; IT, 1944 
Frain krig till fred. From war to peace. (Stockholm: Kooperativa Férbundet. 194 
nomist. (Stockholm: Natur och Kultur. 1941. Pp. 464 
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'ndustrialismens samhdlle. Industrial society. (Stockholm: Tiden. 1942.) 


HER, E. F. Svensk arbete och liv. Swedish labor and life. (Stockholm: Bonnier. 1941. Pp. 


er, E. F. and KNOELLINGER, C. E. De ekonomiska studierna och deras hjdlpmedel. 
studies and their tools. (Abo, Finland. 1945.) 
n, F. Studier i svenska textila industriers struktur. Studies in the structure of the 
sh textile industries. (Stockholm. 1946.) 
E. Studies in the theory of money and capital. (London: George Allen and Un- 
Ltd. 1939. Pp. 391.) 
E. Det svenska ndringslivets konjunkturkdnslighet. The effect of business cycles on the 
economy. (Meddelanden fran konjunkturinstitutet. Serie B: 5. 1945.) 
B. Priser och kostnader under krigsdren. Prices and costs during the war. (Medde- 
konjunkturinstitutet. Serie B: 4. 1945.) 
ueRY, A. Svensk ekonomisk historia mot internationell bakgrund 1913-1939. Swedish 
history against the international background, 1913-1939. (Stockholm: Kooperativa 
let. 1946. Pp. 392.) 


G. A. The rise of modern industry in Sweden. (Stockholm Economic Studies, 8. 


+, Monetary equilibrium. (London. 1939. Pp. 214.) 
pulation: a problem for democracy. (Cambridge, Mass. 1940 
B. Kapitalmarknad och rantepolitik. The capital market and interest-rate policy 
Kooperativa Férbundet. 1941. Pp. 245.) 
trikeshandel och handelspolitik. Foreign trade and commercial policy. (Stockholm 
123 
H. Jordbrukspolitiken under krisen. Farm policy during the crisis. (Stockholm: 
erativa Férbundet. 1945. Pp. 221.) 
\. Det privata ndringslivets dynamik. The dynamics of the private economy. (Stock- 
riven av Svenska bankféreningen. 1946. Pp. 328.) 
ensk samhdllsekonomi 1914-1922. The Swedish social economy, 1914-1922. (Stock- 
Victor Petterssons Tryckeri. 1945. Pp. 929.) 
O. Studier i svensk firetagsekonomi. Uppsatser och féredrag 1928-1943. 3rd ed. Studies 
ness economics. Essays and lectures, 1928-1943. (Stockholm. 1946 
ensk ekonomisk historia. Swedish economic history. (Studentféreningen 
Smaskrifter. 1946.) 
erationen och framtiden. Cooperation and the future. (Stockholm: Kooperativa 
1945. Pp. 156.) 
rerativa grundsatser och problem. Principles and problems of cooperation. (Stock- 
Kooperativa Férbundet. 1945. Pp. 131.) 
G. Varudistributionens struktur och kostnader. The structure and costs of the dis- 
nmodities. (Stockholm. 1946.) 
C. Social politikens ekonomiska verkningar. The economic effects of social px 
s offentliga utredningar 1945: 14.) 


I. Efterfrigan pd jordbruks produkter och dess kdnslighet fir pris—och inkomstfirdnd- 
Che demand for farm products and the effect of price and income changes. (Stock- 

Statens offentliga utredningar. 1940. Pp. 144.) 
Den svenska socialpolitikens utvecklingslinjer och framtidsmél. Breaking new 


st ™ 


[he development of Swedish social policy and its goal for the future. (Stockholm. 
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dh 


Foreta nomisk handbok. 1, 11. Handbook of business economics. (Stockholm. 1945.) 


lustriproblem 1943. Problems of industry, 1943. (Industriens utredningsinstitut. 1943. P 


Studier i ekonomi och historia. Tillignade Eli F. Heckscher pd 65-adrsdagen den 24 november 1944 
Studies in economics and history. Dedicated to Eli F. Heckscher on the occasion of his ¢ 
on November 24, 1944. (Uppsala. 1944 


it svenskt ndringsliv tillignade Jakob Wallenberg. Studies in Swedish economics dedicat 
J icob Wallenberg. (Stockholm. 1942 
V dr folkforsérjning 1 avspdrrningstider, I-II. Our national] sustenance during blockades, I-I] 


Stockholm: Industriens utredningsinstitut. 1941. Pp. 95, 96 


ify AMERICAN FOONOWIC REVTP W 


PERIODICALS 


Economic Theory; General Works 


_V. A. La ciencia econémica y la realidad. Moneda y Crédito, Dec., 1946. Pp. 8. 


Py 


G. Disquisicién keynesiana. Trimestre Econ., Jan.—Mar., 1947. Pp. 29. 
G. W. G. The keynesian revolution in economies. So. Afr. Jour. Econ., Dec., 1946. Pp. 


vNE, D. G. A note on J. V. Newmann’s article. Rev. Econ. Stud., 1945-46. Pp. 10. 


M. Mathematical economists and others: a plea for communicability. Econometrica, 


447. Pp. 5 


B. La “competencia monopélica” de Chamberlin. Trimestre Econ., Apr.—June, 1947. 


G. L’ oeuvre se de quelques économistes rangers: L’ oeuvre financiére d’ Antonio 
Varco. Rev. d’Econ. Pol., Oct.-Dec., 1946. Pp. 20. 


V. Coerenza e stabilitd nella condotta economica razionale. Giorn. d. Econ., Jan.- 


1947. Pp. 12 


\. Ideas econémicas en Nueva Espana en el siglo xviii. Trimestre Econ., Apr.—June, 


Irving Fisher at eighty. Econometrica, Apr., 1947. Pp. 3. 

lr. Les tendances générales de l’évolution économique. Bull. Inst. de Sci. Econ. Ap- 
ept., 1946. Pp. 14. 

I. Nota critica sulla tesi Hayekiana dell’effetto di Ricardo. Giorn. d. Econ., Jan.- 


1947 Pp 


W. D. The political economy of Poor Richard. Jour. Pol. Econ., Apr., 1947. Pp. 10. 
H. and Guttsaup, G. T. Déterminisme et marché. Rev. d’Econ. Pol., Oct.-—Dec., 


lr. Methods of measuring the marginal propensity to consume. Jour. Am. Stat. 
Mar., 1947. Pp. 18. 
R. Theortes of effective demand and employment. Jour. Pol. Econ., Apr., 1947. Pp. 14. 
cope and method of economics. Rev. Econ. Stud., 1945-46. Pp. 15. 


M. L’oeuvre scientifique d’ Albert Aftalion. Rev. d’Econ. Pol., Jan.—Feb., 1947. Pp. 5 


Sul metodo matematico in economia. Giorn. d. Econ., Jan.—Feb., 1947. Pp. 6. 
M. Autour de la définition de la valeur (1° pt.). Rev. d’Econ. Pol., Oct.—Dec., 


ir de la définition de la valeur (2° partie). Rev. d’Econ. Pol., Jan.—Feb., 1947. 


\. Les principaux courants de la pensée économique suédoise contemporaine. Rev. 
Pol., Jan Feb., 1947. Pp. 47. 

H. L. Economic contradictions. So. Econ. Jour., Apr., 1947. Pp. 15. 
J. V. A model of general economic equilibrium. Rev. Econ. Stud., 1945-46. Pp. 9 


H. M., Jr. Average cost and long-run elasticity of demand. Jour. Pol. Econ., June, 1947. 


H. M., Jr. Marginal theory and business behavior. Am. Econ. Rev., June, 1947. Pp. 8 


\. A teoria Ricardiana da renda territorial e sua formulacgao matemidtica. Rev. Econ. e 
Bahia), 1° sem., 1946. Pp. 10. 


T ° *,* 
D. Multiple-plant firms, cartels and im perfect com petition. Quart. Jour. Econ., Feb., 
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Beginning with this number, the address of the editorial office of the American Econ 


m1 


Review wil] be in the Hall of Government, George Washington University, Washington 6, D ( 


ANNOUNCEMENT OF 
1 REVIEW OF ECONOMICS: RECENT DEVELOPMENTS 
IN ANALYSIS AND POLIC} 
To Be Published Under the Auspices of the 
AMERICAN ECONOMIC ASSOCIATION 


In April, 1945, the Executive Committee of the American Economic Association esta 
ed a Committee on the Development of Economic Thinking and Information to 

dic Review of Economics. This committee, under the chairmanship of J. J. Spengler 

the intervening period, and the present project is the result of several | 

ptations. The constitution of the Review of Economics Committee is now as fo 


J. J. Spengler irman; James W. Bell, Eveline M. Burns, Corwin D. Edwards, Paul T. H 
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able account of changes in the character of economic thinking 
I ssist mists 1n g ernment administration to keep in t I tn the evi 
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} I K ible to foreign scholars, long cut off I the i as ptic vic r 
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III ER OF THE Vé ME 
Contributors are asked to make the exposition readily understandable to the ger 
st t é € part ar field and as accessible to the intelligent L\ reader as pos 
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th theory—in the aggregate of economic analysis. They will trace the influer 
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e manuscript of each essay will be submitted to two critics; but the comment 
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e Revie f Economics will be published by the Blakiston Company, of Philad 
e available to members of the American Economic Association at a substant 
é e. It is contemplated that the volume will appear in the Spring pt 
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here will be luncheon meetings on Monday, December 29, which will treat topics of interest 
to workers in specialized fields of study. There also will be a joint session with Section K of th, 
\merican Association for the Advancement of Science on Wednesday morning, December 31 
dealing with problems of productivity. This topic, which will also be treated in the presidentia| 
1 possibly at the dinner on December 29, will, therefore, form a third but distinct} 


addre SS anda 


minor theme for the meetings. The program as thus far announced is as follows: 


Saturday, December 27 


1. MEETING OF THE EXECUTIVE COMMITTEE (4:00 P.M.) 


Sunday, December 28 
2. THE ECONOMIC THEORY OF IMPERFECT COMPETITION, OLIGOPOLY AND MONOPOLY (10:00 a. 
Chairman: Raymond T. Bye, University of Pennsylvania 
Papers: H. Gregg Lewis, University of Chicago 
Oskar Morgenstern, Princeton University 
Discussion: Robert Triffin, International Monetary Fund 
Martin Bronfenbrenner, University of Wisconsin 
H. L. McCracken, Louisiana State University 
David McCord Wright, University of Virginia 


THE ROLE OF MONOPOLY IN THE COLONIAL TRADE AND EXPANSION OF EUROPE: Joint sess 
with the Economic History Association (2:30 P.M.) 
Chairman: Carter Goodrich, Columbia University 
Papers: “The Period Prior to 1800,” Earl J. Hamilton, University of Chicago 
“The Period Subsequent to 1800,”’ Abbott P. Usher, Harvard University 
Discussion: Harold A. Innis, University of Toronto 
J. G. B. Hutchins, Cornell University 
Dudley Dillard, University of Maryland 


4. A CONSIDERATION OF THE ECONOMIC AND MONETARY THEORIES OF J. M. KEYNES (2:30 P.m 
Chairman: To be announced 
Papers: ‘An Exposition of Keynesian Economics,”’ Lorie Tarshis, Stanford Universit 
“An Appraisal of Keynesian Economics,” John H. Williams, Harvard University 
Discussion: Lester V. Chandler, Amherst College 

Clark Warburton, McLean, Va. 

Others to be announced 
DINNER MEETING, Joint session with Section K of A.A.A.S. (6:30 p.m.) 


5 


Brief addresses by former presidents of the American Economic Association 
Announcement of awards of Walker and Clark medals 
Address (speaker to be announced) 
Monday, December 29 
6. THE PROGRESS OF CONCENTRATION IN INDUSTRY (10:30 A.M.) 


Chairman: Ernest M. Patterson, University of Pennsylvania 
“The Growth of Big Business,’”’ Henry F. Houghton, Department of Comn 
Trends in International Business Organization,’’ Raymond Vernon 


P L er 
“Postwar 
partment of State 
Discussion: Rufus S. Tucker, General Motors Corporation 
George W. Stocking, Vanderbilt University 
Others to be announced 
7. KEYNESIAN ECONOMICS—THE PROPENSITY TO CONSUME AND THE MULTIPLIER: Joint s¢ 
vith the Econometric Society (10:30 a.m.) 
hairman: Walter F. Willcox, Cornell University 
Papers: “Inductive Evidence on the Propensity to Consume and the Propensit 
Save,”’ Lewis J. Paradiso, Institute of Applied Econometrics 
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Theory of the Multiplier as tested in Practice,’’ Arthur Smithies, Bureau of the 
Budget 
ion: James Dusenberry, Harvard University 
George Garvey, Federal Reserve Bank of New York 
Mrs. Ruth P. Mack, National Bureau of Economic Research 


N MEETING: SPECIAL TOPICS (12:30 P.M.) 


E-SCALE ENTERPRISE RESULT IN LOWER COSTS? (2:15 P.M.) 
rman: Ray B. Westerfield, Yale University 
“The Comparative Efficiency of Different Sizes of Business,’ John M. Blair, 
Federal Trade Commission 
Structures of Enterprises and Break-even Points,’’ Joel Dean, Columbia Uni- 
ersity 
ion: Kenneth E. Boulding, Iowa State College 
Harold H. Wein, Department of Justice 


IAN ECONOMICS—SAVINGS, INVESTMENT AND WAGE RATES: Joint session with 
tric Society (2:15 P.m.) 
rman: Wesley C. Mitchell, Columbia University 
ers: “Factors Determining the Demand for Investment Goods,’’ Charles F. Roos, 
Institute of Applied Econometrics 
Connection Between Savings and Investment,’? Homer Jones, Committee for 
Economic Development 
[Interrelationship of Wage Rates, Bank Credit, Effective Demand and Employ- 
ent,’ John T. Dunlop, Harvard University 
sssion: Morris A. Copeland, Board of Governors, Federa] Reserve System 
Leonid Hurwicz, Iowa State College 
Others to be announced 


NTIAL ADDRESS: “‘Are There Laws of Production?” (8:00 p.m.) 
man: Thomas Nixon Carver, Harvard University 
ker: Paul H. Douglas, American Economic Asociation 


Tuesday, December 30 
MAN ACT AND THE ENFORCEMENT OF COMPETITION (10:00 A.M.) 
in: Frank A. Fetter, Princeton University 
‘“‘Problems of Enforcement and Interpretation of the Sherman Act,” Hon. 
Wendell Berge, formerly Assistant Attorney General of the United States 
ded Changes in Legislation,’”’ Hon. Estes Kefauver, Member of Congress 
sssion: Corwin D. Edwards, Northwestern University 
Myron W. Watkins, Twentieth Century Fund 
Fred I. Raymond, Chicago, Illinois 
Ben W. Lewis, Oberlin College 


ICY IN PROSPERITY AND DEPRESSION (10:00 A.M.) 
nan: Frederic B. Garver, University of Minnesota 
er Richard A. Musgrave, Board of Governors, Federal Reserve System 


Charles O. Hardy, Chief of Staff, Joint Congressional Committee on the 


Economic Report 
sssion: To be announced 


N MEETINGS: Reunions of various departments (12:30 P.M.) 


POLICY (2:30 P.M.) 
rman; Edwin E. Witte, University of Wisconsin 
ers: Floyd L. Vaughan, University of Oklahoma 
William H. Davis, Chairman President’s Committee on Patent Policy 


NOTES 
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Discussion: George E. Folk, Nationa] Association of Manufacturers 
Others to be announced 


16. PROBLEMS OF TIMING AND ADMINISTERING FISCAL POLICY IN PROSPERITY AND DEPREs 
P.M 
Chairman: James E. Moffett, Indiana University 
Papers: Everett E. Hagen, Bureau of the Budget 
Albert G. Hart, Columbia University 
Discussion: W. S. Woytinsky, Social Security Board 
Others to be announced 
17. ANNUAL BUSINESS MEETING OF THE ASSOCIATION (5:00 P.M.) 
18. DINNER MEETING (7:30 P.M 
Chairman: Alvin S. Johnson, New School for Social Research 
Speaker: John Ise, University of Kansas 
Subject to be announced later 
Wednesday, December 31 
19. MEETING OF THE EXECUTIVE COMMITTEE (9:30 A.M.) 
20. PRODUCTION AND PROGRESS: Joint session with Section K of A.A.A.S. (10:00 a.m 


Papers: “Factors Effecting International Differences in Production,” Ernest ( 
Board of Governors, Federal Reserve System 
Second speaker and paper to be announced 


The f ing persons have recently become members of the AMERICAN Econom 


Adams, W. B., 8253 S. Ingleside Ave., Chicago 19, Il. 
Alexander, L. 1465 Hawthorne, Columbus, Ohio 
Allen, J. K., Graduate School of Business, Stanford University, Calif 
W.H., Jr., 1833 Swann St., N. W., Washington 9, D. C. 
Alton, T. P., 425 Kiverside Drive, Apt. 5-H, New York 25, N. Y 
Anderson, M. A., Jr., 155 E. 49th St., Apt. 7G, New York, N. Y 
\rrill, D., 534 West 124th St., New York 27, N. Y. 
\uble, A. G., 8 Bartlett Terrace, Newton Centre, Mass 
Bader, L., 361 South 3rd St., Brooklyn, N. Y. 
Baratz, M. S., 467 Montauk Ave., New London, Conn. 
Baster, J., Dept. of Economic Affairs, United Nations, Lake Success, N. Y 
Beck, M., 328 West 89th St., New York 24, N. Y. 
Benne H. F., School of Commerce, Northwestern University, Evanston, II. 
Bernhardt, D. A., 3326 N St., N.W., Washington 7, D. C. 
Blum, R., 3721 Lyons Lane, Parkfairfax, Alexandria, Va. 
Bobbitt, Miss P. B., Box 746, College Station, Durham, N. C. 
I nsky, H., 658 West 188th St., New York 33, N. Y. 
I la, A. L., 4500—15th St., N.W., Washington 11, D. C. 
I , J. L., 2730 South 22nd St., Kansas City 3, Kans 
Brown, Mrs. D. S., Pennsylvania State College, State College, Pa. 
sh, W. K., Land and Tax Dept., Chicago, Burlington and Quincy Railroad Co., CI 


Butler, M. H., B-48, Court F, Stadium Terrace, Champaign, II] 


Cardwe R. L. 842 East 59th St., Chicago 37, Il. 

Case, F. E., School of Business, Indiana University, Bloomington, Ind 
( ni, L. P., 4704 Rosedale Ave., Bethesda 14, Md. 

( irius, P., Postbox 23, Soerabaia, Java, D.E.I 


Chartener W. H., 2716 Bailey Ave., Buffalo 15, N. Y. 
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t. C., 4850 Greenwood Ave., Chicago 15, Il. 
th. M. M., P. O. Box 165, Elgin, Il. 
’. C., 307 W. Nevada, Urbana, Ill. 

er. W. W., Research Director, State Tax Commission, Salem, Ore. 

_]. A., City College of New York, 430 West 50th St., New York, N. Y. 
tiss. W. M., Foundation for Economic Education, Irvington-on-Hudson, N. Y. 
eron, P., Dept. of Economic Affairs, United Nations, Lake Success, N. Y. 
Nettman, P. R., 1425 Beacon St., Brookline, Mass. 
jiamond, J. J., 644 West 185th St., New York 33, N. Y. 

Nickerson, Miss M. A., 2443 Ontario Road, N.W., Washington 9, D.C 
etz, A., Dept. of Economics, Princeton University, Princeton, N.J. 
ero, L. J., 623 Turner Ave., Drexel Hill, Pa. 

rd, C. S., 705 Sunset Lane, East Lansing, Mich. 

H. S., 325 Dryden Road, Ithaca, N. Y. 

_C.H., Junior College of Commerce, 389 Whitney Ave., New Haven 11, Conn. 
Miss M. B., 1857 Newton St., N. W., Washington 10, D.C 
s, W. R., 3009—30th St., S.E., Washington, D.C. 

J. J., 595 East 42nd St., Brooklyn 3, N. Y. 

H. M. 2360 Washington Road, Lansing 15, Mich. 

tt, P. M., Jr., 403 David Kinley Hall, Urbana, II. 

t J. F., 450 East 105th St., New York 29, N.Y. 
son, E. S., 310 West 55th St., New York 19, N.Y. 

S. M., ESS GHQ SCAP, APO 500, c/o Postmaster, San Francisco, Calif. 
F. G., Oak Mount, Upton, Macclesfield, Cheshire, England 
r, W. H., University of Delaware, Newark, Del. 
in, L., Dept. of Economics, University of California, Berkeley, Calif. 
s, E., FAO-UN, 1735 De Sales, N. W., Washington, D.C. 
s, B. H., 62 Forrester St., S.W., Washington 20, D.C. 

d, R. E., State College Station, Box 5073, Raleigh, N.C. 

e, C. W., 209 W, Tremont St., Champaign, III. 

ino, J. W., Conant Hall 30, Cambridge, Mass. 
irdner, C. L., 195 Broadway, Room 1239, New York, 7, N.Y. 

Geeting, R. E., Thomas Alva Edison College, Fort Myers, Fla. 

vitz, I., 2704 University Ave., New York 63, N.Y. 

E. E., 56 A Crescent Road, Greenbelt, Md. 

R., 440 Riverside Drive, New York 27, N.Y. 
r, W. W., Dun and Bradstreet, 326 Broadway, New York 8, N.Y. 

s, H. E., A.A.F. Institute of Technology, Wright Field, Dayton, Ohio 

nger, N., 310 Public Square Bldg., Cleveland 13, Ohio 

ein, S., 587—20th St., S., Arlington, Va. 

tein, B. M., 4441 Livingston Ave., Dallas 5, Tex. 

n, B. H., Dept. of Commerce, 350 Fifth Ave., New York 1, N.Y. 

D. F., Goldwin Smith Hall, Dept. of Economics, Ithaca, N.Y. 

tz, S. J., 1320 Saratoga Ave., N.E., Washington, D.C. 

m, W. J., 6817 Bennett Ave., Chicago 49, Ill. 

, Miss M., 9 Fairview Road, Scarsdale, N.Y. 

tein, F. V., Dept. of Economics, University of Pittsburgh, Pittsburgh 13, Pa 
J. P., 4315 Underwood Road, Baltimore, Md. 
ther, G. G., 1369 Bannock, Apt. 16, Denver, Colo. 
V. C., Glen Springs Hotel, Watkins Glen, N.Y. 
ndahl, O. C., 6 West 702nd St., Shanks Village, Orangeburg, N.Y 
d, R. F. C., 851 Fulton St., San Francisco 17, Calif. 

, H. L., No. 53 Court C, West State St., West Lafayette, Ind. 

an, A., 15 Burwell Road, Rochester, N.Y. 
in, J. A., 103 Forest St., Medford, Mass. 

W. M., 3515 Martha Custis Drive, Alexandria, Va. 

, W. C., Dept. of Political Economics, University of Toronto, 273 Bloor St., W., Toronto, 

Canada 


~ 


: 
Lad 
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Houghton, H. F., 4101 Oglethorpe St., Hyattsville 7, Md. 
Hunter, Miss M. B., 1221 West 23rd St., Cedar Falls, Iowa 
Jackendoff, N., D-32 Stadium Terrace, Champaign, II] 
Johnson, W. S., 3920-4th St., N., Arlington, Va 

Jones, R. R., 34 Grant St., Greensburg, Pa. 

Kahn, L., 1233 North Hoyne, Chicago 22, Ill 

Kaplinsky, M. H., 501 Brightwater Ct., Brooklyn 24, N.Y 


Karpinsky, W., 108 Atlantic Ave., Atlantic City, N.J. 
Kefauver, Miss E. O., 1526-17th St., N.W., Washington 6, D.C 
Kennedy, Miss J. M., Johnson Hall, Box 83, 411 West 116th St., New York 27, N.Y 


Kepler, E. C., 229 West Ohio, Tucson, Ariz. 
Klebaner, B. J., 604 Pennsylvania Ave., Brooklyn 7, N.Y 


Kovacs, L., 55 Bishopsgate, London E.C. 2, England 

Krooss, H. E., 8374-116th St., Kew Gardens 15, N.Y } 
Lanahan, T. J., Jr., 123 Rhode Island Ave., N.E., Washington 2, D.C. 
Landau, Miss S., Roosevelt College, Chicago, I] 

Landay, D. M., 5240 South Kenwood Ave., Chicago 15, II] 

I L.. E., 6044 Ingleside, Chicago 37, Il. 

C. P., 1551 Finlay St., Santurce, Puerto Rico 

Lermer, A., 1900 Clinton Ave., Montreal, Que., Canada S 
I is, H. M 30 East 71st St., New York, N. Y. 

Lewis, J. W., Jr., Univ. of Florida, Col. of Bus. Admin., Gainesville, Fla. S 


Linzee, Monsanto Chemical Co , 1700 South Second St., St. Louis, Mo. 
Lorie, J. H., School of Business, University of Chicago, Chicago 37, Ll. 
Lothian, J. E., National Broadcasting Co., 30 Rockefeller Plaza, New York, N.Y. 


Lowenstein, F., 3916 Elbert Ave., Apt. 111, Alexandria, Va 
Lucas, P. G., c/o Standard Vacuum Oil Co., Davao City, Philippines 
Ma, J. B., Fordham University Graduate School, New York 58, N.Y. 


Maevers, M., 322 Mercantile Bldg., Berkeley 4, Calif. 

Mair, G. F., Graduate College, Princeton, N. J 

Maisel, S. J., 993 Memorial Drive, Cambridge 38, Mass. 
Mandelbaum, A. A., Dept. of Economics, Stanford University, Calif 
Manvel, A. D., 6221 Western Ave., Washington 15, D.C. 

Martin, L. R., 90 Edgecliffe Rd., Watertown 72, Mass. 

McCloud, L. W., College of William and Mary, South Main St., Norfolk 6, Va. 
McGregor, G. F., Box 350, East Lansing, Mich. 

Mecklind, W. H., 1037 Cherokee St., Denver 4, Colo. 

Meinkoth, Mrs. M. R., 507 East Healey St., Champaign, III. 

Meyer, Miss C. E., 2044-147th St., Whitestone, L.I., N.Y. 

M iel, J. F., 3391 Spangler Road, Cleveland Heights 12, Ohio 

M k, B. A., 344 East 194th St., Bronx, New York 58, N.Y 
Miller, Mrs. V. B., 301 East 10th St., New York 9, N.Y. 


Mincis, A. S., 75 Martense St., Brooklyn 26, N.Y. 
M s, J. A., 2738 Burney Drive, Columbia, S.C. 


Moyer, F. W., Jr., 2296 Neil Ave., Columbus 1, Ohio 
Myrdal, G., Economic Commission for Europe, United Nations, Palais des Nations, 
Nagler, Miss K., 150 West 87th St., New York 24, N.Y. 

Nelson, M 485 Riverdale Ave., Brookly n 7, N.Y. 

Nienburg, Miss B. M., 1725 New Hampshire Ave., N.W., Washington, D.C. 
Norton, H. S., 2201 G St., N.W., Washington 6, D.C 
Obrist, Miss M. A., 153-15 88th Ave., Jamaica, N.Y 


Ohlin, B., Stockholm Commercial College, Stockholm, Sweden 

Ordoobadi, A., University of Maryland, College Park, Md. 

Ostheimer, R., 340 Pelhamdale Ave., Pelham 65, N.Y. 

( I er, C. S., Dept. of Economics, Ohio State University, Columbus 10, Ohio : 
J. M., 2714C 


714 Curran St., Chester, Pa. 
735 North Dinwiddie St., Arlington, Va. 


NOTES 761 


W. F., Nat. Bur. of Econ. Research, West 254th St. and Independence Ave., New York 


Y 
P. C., 220 West Hudson Ave., Englewood, N.J. 
o, N., Apartado Postal 1530, Bogota, Colombia, S.A. 
ix. F., Institut de Science Economique Appliquée, 173 Blvd. Saint-Germain, Paris 6, 


r. P 


ns, L 


ve. 


ma, B. R., 


e 


_E. B., 7901 West Blvd., Inglewood, Calif. 


Dept. of Economics, Ohio University, Athens, Ohio 
E., Box 678, Ancon, Panama Canal Zone 
ssen, J. J., University of Utah, Salt Lake City 1, Utah 


H. J “Southern Illinois Normal University, Carbondale, Ill. 
C., London School of Economics and Political Science, Houghton St., Aldwych, 


F.Q 


lon, W.C. 2, England 
eau, A., Champlain College, Plattsburgh, N.Y. 
J., Pomona College, Clark Hall, Claremont, Calif. 
\. H., 41 Irving St., Cambridge, Mass. 
H-K., 16 Divinity Hall, Cambridge, Mass. 
er, S., 74 Central Ave., Apt. 70, New Haven, Conn. 
S. H., 1091 Conway Ct., Willow Run, Mich. 
cz, G. E., 10429 Fidelity Ave., Cleveland, Ohio 
mer, S., 1018 East 179th St., Bronx, New York 60, N.Y. 
mmer, Mrs. S., 1018 East 179th St., Bronx, New York 60, N.Y. 
E. E., 5327-2nd St., N.W., Washington 11, D. C. 


r, K. A., Florida State University, Tallahassee, Fla. 


_M., 1920 Harrison Ave., Bronx, New York 53, N.Y. 


o, M., 100 Woodruff Ave., Brooklyn 26, N.Y. 
72, Tripuaraswar, Panchakuti, Kathmandu, Nepal, India 
| H. B., 2710-29th St., S.E., Washington, D.C. 
s de Abreu, L. R., Leao de Oliveira, 20-2° E., Lisbon, Portugal 
M., Dept. of Economics, Mohawk College, Utica, N.Y. 
I. A., 41 Irving St., Cambridge, Mass. 
Mrs. R., Dun’s Review, 290 Broadway, New York 8, N.Y. 
D. B., 29 East 602, Shanks Village, Orangeburg, N.Y. 
P., Olivet College, Olivet, Mich. 


thern, J., Claflin University, Orangeburg, S.C. 


nce, I 


J., Hudson’s Bay Co., Hudson’s Bay House, Winnipeg, Canada 
r F., 413 Newcomb St., S.E., Washington 20, D.C. 
Miss E., 117 Norfolk St., New York 2, N.Y. 
M. D., 1747-18th St., N.W., Washington, D.C. 
J., 2443 Olinville Ave., Bronx, New York 67, N.Y. 
R. P., American Embassy, Ciudad Trujillo, Dominican Republic 
sky, J., Ul. Cervene armady 4, Bratislava, Czechoslovakia 
in, G. P., 107 East 37th St., New York 16, N.Y. 
Miss G. C., 55 Wilbur Road, West Englewood, N.J 
M. F. W., 215 C St., S.E., Apt. 411, Washington 3, D.C. 
er, I., 10 North Clark St., Suite 706, Chicago 2, Il. 
mson, P., 7229 South Rhodes, Chicago 19, II). 
er, J. R., 901 Faile St., Bronx, New York 59, N.Y. 
Mrs. M. S., 27 Birdseye Glen, Verona, N.J. 
D. G., School of Business Admin., University of California, Berkeley 4, Calif. 
F. J., 84-33 164th St., Jamaica 2, N.Y. 
r, T. H., 18413 Indiana, Detroit 21, Mich. 
M., 167 East 95th St., New York 28, N.Y. 
eigh, L. O., 152 West Artesia St., Pomona, Calif. 
W. B., Box 27, Goldwin Smith Hall, Cornell University, Ithaca, N.Y. 
r, G. R., 120 Boylston St., Boston, Mass. 
ker, H., Sr., Ohio State University, Columbus 10, Ohio 
i, J. F., 840 Michigan Ave., Evanston, III. 
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Waterston, A., 2114 Suitland Terrace S.E., Washington 20, D.C. 
Weber, G., 207 Woolper Ave., Cincinnati 20, Ohio 
Weltmer, W. K., 1152 College Ave., Topeka, Kans. 
West, S. D., Jr., 309 West Rosemary St., Chapel Hill, N.C. 
Westhagen, M. H., 3743 North Tripp Ave., Chicago 41, Ill. 
White, D. J., 83 Upland Road, Quincy, Mass. 
Wilcox, J. H., Highlands, N.C. 
Willer, H. R., 1 Charles St., New York 14, N.Y. 
Williams, H. F., 6532 Stony Island, Chicago 37, Il. 
Willing, Mrs. P. R., 26 Bay 20 St., Brooklyn 14, N.Y. 
Wissel, P. E., 69-39 62nd St., Ridgewood 27, L.I., N.Y. 
Wohl, A. B., 1021 Hill, Ann Arbor, Mich. 
Woodley, W. J. R., Dept. of Economics, Cornell University, Ithaca, N.Y. 
Wright, L. A., University of Washington, 210 Commerce Hall, Seattle, Wash. 
Yang, S-C., Bank of Communications, Hankow, China 

The Committee on Research in Economic History of the Social Science Research Coun 
announces the establishment of national fellowships in economic history for the academic years 
1947-48, 1948-49 and 1949-50. A maximum of six persons will hold fellowships at any on 
time. Honoraria will be granted appropriate to their age, marital status, location, and availa 
bility of other resources, sufficient to give them freedom for full-time study, research and 
writing in preparation for the Ph.D. degree. Application forms will be supplied on request |! 
the Fellowship Secretary, Social Science Research Council, 230 Park Avenue, New York 17 

‘he American Book Center for War Devastated Libraries which has in the last year an 
a half shipped nearly one million volumes of highly selected books and periodicals abroad, js 
making a renewed appeal for donations of books and periodicals, for publications of intellec. 
tual merit in all fields, and particularly for volumes published in the last ten years. Of especia 
value are complete or incomplete files of the American Economic Review. Such donations to t 
program will help in the reconstruction which must preface world understanding and pea 
Contributions should be sent to the American Book Center, care of the Library of Congress 
Washington 25, D.C. 

Jay O. Ball died March 26, 1947 

Charles F. Creswell died on May 26, 1947. 

Car] A. Fryxell died August 3, 1946. 

W. E. Grimes died on May 23, 1947. 

Seymour S. Garrett died February 13, 1947. 

William H. Glasson died November 11, 1946. 

Alan Lanyon died December 28, 1946. 

Daniel B. Luten died July 3, 1946. 

Edwin C. Robbins died on May 12, 1947. 


Appointments and Resignations 

Lawrence Abbott has been appointed instructor in economics at Columbia Universit) 

Don F. Adams has resigned as instructor in accounting in the College of Business Admir 
tration of the University of Georgia. 

Lewis W. Adams, assistant professor of economics at Washington and Lee University, ! 
been granted a year’s leave of absence for graduate study. 

R. King Adamson, of Wayne University, was a visiting professor in the summer sessio! 
the University of Wisconsin. 

Donald V. Allegeier has accepted an appointment as instructor at Ohio State Universit 

Clark L. Allen, formerly assistant professor of economics at Northwestern Universit) 
been appointed associate professor of economics at Duke University. 

Melvin L. Anshen, of Indiana University, was visiting lecturer on business administration # 
the Harvard Business Schoo] summer session. 


I 
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Frances Babione is assistant professor of marketing at Pennsylvania State College. 

Morton Backer has been appointed associate professor of economics and business adminis- 
n at West Virginia University. 

S R.N. Badri Rao is an economist in the research department of the International Bank for 
nstruction and Development. 


George P. Baker has been appointed James J. Hill professor of transportation at Harvard 


ess Sc hool. 


Wesley C. Ballaine has been promoted from associate professor to professor of business ad- 
istration at the University of Oregon. 


Orval Bannett has been promoted to professor of economics at Washington University. 
Hoagland Barcalow, who has been teaching at Muskingum College, has joined the staff of 


Lafavette College as assistant professor of economics, 


Marvin J. Barloon has resigned from the staff of Harvard Business School. 
(heodore J. Barnowe has been appointed assistant professor in personnel administration 


n the College of Economics and Business, University of Washington. 


Frank Beale is to be a junior assistant in economics, School of Commerce, Accounts, and 
nance, New York University, for the current academic year. 


Nathan Belfer, recently of Massachusetts Institute of Technology and Tufts College, has 
; appointed assistant professor of economics at Brooklyn College. 


Wilbur Billington is part-time instructor in economics at Brown University. 

\lvin B. Biscoe, dean of the College of Business Administration, University of Georgia, has 
n made dean of Faculties of the University. 

\M{. M. Bober, of Lawrence College, was a visiting professor in the summer session of the 


niversity of Wisconsin. 


Theodore H. Boggs has retired from the faculty of Stanford University where he was a mem- 
f the department of economics. 


ney Borden, formerly of the staff of the National Industrial Conference Board, has been 
ointed instructor in economics at Princeton University. 


‘ 


Nathan Borofsky is a senior assistant in economics, School of Commerce, Accounts, and 


nance, New York University, for the current academic year. 


Perry F. Boyer, assistant director of the Bureau of Business Research at Louisiana State 
ersity, has been promoted to the rank of professor of business administration. 

|. Robert Briggs, on leave from Everett Junior College, will be an associate in accounting 

he University of Washington for the year 1947-48. 

Martin Bronfenbrenner, economist of the Chicago Federal Reserve Bank and lecturer at 


sevelt College, has been appointed associate professor of economics at the University of 
nsin. 


Martha S. Browne, formerly of the Department of State, has been appointed assistant pro- 
r of economics at Brooklyn College. 


). H. Brownlee has resigned from Iowa State College to become assistant professor of eco- 
nics at Carnegie Institute of Technology. 


Henry J. Bruton, teaching assistant at the University of Indiana, has been appointed in- 


rin economics at Princeton University. 


\. H. Burrows, of Northern Michigan College of Education, was at the summer session of 
lisiana State University as visiting professor. 


J. Carl Cabe has been appointed instructor in economics at Purdue University. 


} 


I 


\rthur M. Cannon has accepted an appointment as assistant professor of accounting, College 


| Economics and Business, University of Washington. 


Henry H. Carse is an instructor in commerce and economics at the University of Vermont. 


rest C. Carter has been appointed instructor in accounting at the University of Tennes 
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Philip W. Cartwright has been appointed acting assistant professor of labor and assistan: 
lirector of research of the Institute of Labor Economics, University of Washington. 

C. P. Cassady, of the University of Illinois, has joined the faculty of the School of Busine 
at the University of South Dakota as assistant professor of business administration. 
Evelyn Cave, formerly economist for the Allegheny Conference on Community Develo, 
ent, is now instructor in economics at Carnegie Institute of Technology. 


Ellis Chadbourne is teaching business law and corporation finance at Pennsylvania Stay, 
Neil W. Chamberlain has been appointed assistant professor of economics at Yale Univer 
David S. Chambers has been appointed assistant professor of statistics at the Universit 
Sidney Y. C. Chen is sub-manager of the Tsingtao branch of the Industrial and Mining Ban} 
C. I.. Christenson, of the University of Indiana, was a visiting professor in the summer se: 
sion of the University of Wisconsin 
Lincoln H. Clark has been appointed professor of marketing at the University of Tennes. 
Ansley J. Coale has been appointed assistant professor of economics at Princeton Uni 


John Cordell, formerly at Western State College of Colorado, has been appointed assist 
mics in the Schoo! of Commerce, Baldwin-Wallace College, effective in ¢ 


James S. Cross has resigned from Pennsylvania State College to become assistant pr 
sor of marketing at Massachusetts Institute of Technology. 
Joseph A. Crumb, professor of economics, political science and sociology at the Univers 
f British Columbia, was a visiting professor in the summer session of the University of ( 
nia Be rke le y 


Kenneth Dameron has been promoted to the rank of professor of advertising at Ohi 


Sidney Davidson has been appointed instructor in economics at the University of Michig 
Keith Davis, of the University of Texas, carried a part-time teaching assignment in 1 
igement while attending the summer session of the Graduate School of Ohio State Univers 
Raymond De Roover, associate professor of economics at Wells College, was a visit 

fessor in the summer session of the University of California, Berkeley. 


turforschung, has joined the staff of the department of economics, Graduate School, Ge 


Otto Donner, formerly of the Universities of Hamburg and Berlin, Institut fiir Kon 


V. Dunn has joined the faculty of the School of Business Administration, Univ 
Pittsburgh, as an instructor in commerce. 
Melvin A. Eggers has been appointed instructor in economics at Yale University 
Leonard M. Ekland resigned from the faculty of the University of Detroit in July, 194 
Curtis M. Elliott has been promoted to associate professor of economics and insurance 

ersity of Nebraska 
Grover W. Ensley resigned from the Bureau of the Budget in January, 1947 to take 

th Senator Ralph Flanders as technical adviser. 


Edmond L. Escolas is an instructor in commerce and economics at the University 


Lloyd Faust, of the University of Oregon, has been appointed assistant professor of fir 
at the University of Kansas. 

Sherwood M. Fine is at present economic adviser in General MacArthur’s Headquart 
Tokyo, Japar 


NOTES 765 


de O. Fisher, who concluded his services as a public utilities commissioner of the State 
necticut in June, 1947, has resumed full-time teaching as professor of economics at 
in University. 
en W. Fleming, formerly of the Labor Division of the Office of Housing Expediter, 
ssistant professor at the University of Wisconsin and is executive secretary of the 
Coordinating and Planning Committee on Industrial Relations at the university. 
Michael T. Florinsky has been appointed assistant professor of economics, Faculty of Po- 
| Science, Columbia University. 
Robert S. Ford has been promoted to professor of economics at the University of Michigan. 
Dorsey Forrest has joined the faculty of the University of Southern California as associate 
essor of marketing. 
Harold G. Fraine has resigned from the Securities and Exchange Commission to become 
t director of research of the Joint Investment Research Committee of the Americar 
Convention and the Life Insurance Association of America. 
ert R. France, formerly of Oberlin College, has been appointed instructor in economics 
ceton University. 
P. Frucht, formerly assistant in economics at Brown University, is an instructor 
s at Carnegie Institute of Technology. 
ald A. Garrett has joined the staff of the department of economics, Indiana University. 
Willis Giese has been appointed instructor in economics at the University of Wisconsin. 
ton Gillingham has been appointed assistant professor of labor in the College of Eco- 
ind Business at the University of Washington. 
\. Gordon has been promoted from associate professor to professor of economics at the 
of California, Berkeley. 
Green has resigned as instructor in economics at Denison University to accept a posi 
ecturer at Barnard College. 
\. Guthrie has been promoted to professor of economics and has been made director of 
Bureau of Economic and Business Research at the State College of Washington. 
Gottfried Haberler, of the department of economics of Harvard University, gave a series 
tures at the University of Brazil this past summer. 
Ernest H. Hahne, formerly professor of economics at Northwestern University, was in- 
ited as president of Miami University, Oxford, Ohio, on April 19, 1947. 
George H. Haines, of Miami University, has joined the staff of the department of economics 
Indiana University 
Daniel Hamberg, recently of the University of Delaware, has been appointed instructor in 
mics at Princeton University. 
B. Hamilton, Jr., instructor in economics and industry at the University of Pitts- 
is accepted an instructorship at the University of Texas, effective in September. 


idward W. Hanczaryk has resigned from Brown University to take a position as instructor 
Northwestern University. 
Morrison Handsaker has been promoted to professor of economics at Lafayette College. 


W. Harrell, Jr., of the University of Chicago, has been appointed instructor in statis- 
it the University of Virginia for 1947-48 


elope C. Hartland has been promoted to assistant professor of economics at Brown Uni- 


Gabriel B. Hauge has completed his doctoral dissertation at Harvard under a Social Science 
irch Council Demobilization Award and since April, 1947 has been director of the divi 
i research and statistics of the Banking Department of the State of New York. 

James H. Healey, of the University of Connecticut and of the Wharton School of the 
ersity of Pennsylvania, has been appointed assistant professor of management at Ohio 
Unive rsity 
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W. W. Heller, of the University of Minnesota, was a visiting professor in the summer Session 
of the University of Wisconsin. 

Clifford M. Hicks has been promoted to professor of business organization and managemen; 
at the University of Nebraska. 

Lawrence G. Hines, recently appointed assistant professor of economics at Dartmoy 
College, taught in the 1947 summer session at the University of Minnesota. 

Werner Hochwald has been promoted to assistant professor of economics at Washingto; 
University. 

J. Fred Holly has been appointed assistant professor of economics at the University of Tey 
nessee. 

Donald S. Holm, of Harvard University, has joined the staff of the department of economic 
Indiana University. 

E. M. Hoover has resigned as professor of economics at the University of Michigan to 
the staff of the Council of Economic Advisers to the President. 


Bert F. Hoselitz, formerly of the University of Chicago, is now associate professor of econor 
ics at Carnegie Institute of Technology. 

Howard T. Hovde has resigned as research fellow at Harvard Business School. 

William J. Hudson has been appointed associate professor of transportation at the Univer 
sity of Tennessee. 

Lawrence J. Hunt is an instructor in advertising at Ohio State University. 

Simeon Hutner, of Smith College, has been appointed instructor in economics at Princeto; 
University. 

Pauline Jewett has been appointed instructor in political science at Queen’s University 

James Kay is an instructor in economics at the University of Virginia. 

Joseph Keiper has been appointed instructor in economics, School of Commerce, Accounts 
and Finance, New York University. 

Frank L. Kidner has been promoted from assistant professor to associate professor of « 
nomics at the University of California, Berkeley. 

Wylie Kilpatrick, who has been technical assistant to the chief statistician, Divisior 
State and Local Governments of the Bureau of the Census, since 1940, has been appoint 
visiting professor of economics at Duke University. 

Herbert Klarman, formerly of the Department of Commerce, has been appointed assistant 
professor of economics at Brooklyn College. 

Lewis E. Knollmeyer is assistant professor of economics at the University of Vermont 

Paul A. Kohler is assistant professor of economics at the University of Missouri. 

Walter Krause, of the University of Texas, has been appointed assistant professor o! 
nomics at Dartmouth College. Ha 

Clifton H. Kreps, Jr., has resigned from Pomona College to become assistant professor 
economics at Denison University. Uy 

Juanita M. Kreps has accepted an appointment as assistant professor of economics at D 
son University. 

Herbert R. Kroeker, recently with the Bureau of Labor Statistics in Kansas City 
graduate assistant in the department of economics of the University of Nebraska. 

Herman Krooss has been appointed instructor in economics, School of Commerce, Accoun' 
and Finance, New York University. 

Ernest Kurnow is a junior assistant in economics, School of Commerce, Accounts, and ! 
nance, New York University. 

David T. Lapkin has been appointed instructor in economics at the College of Willian 
Mary 

C. Leon Lapp, of Drake University, was visiting assistant professor of economics at 
University of Missouri summer session. 


ment 
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Robert A. Laws has been appointed assistant professor of economics at the University of 
essee. 

Eric W. Lawson, formerly of the Office of Price Administration, has joined the teaching 
staff of Syracuse University. 

Hyman Leibenstein has been appointed instructor in economics at Princeton University. 

Robert Lekachman is an instructor in economics at Barnard College. 

Wassily Leontief, of Harvard University, gave a series of lectures at the Salzburg Seminar, 
Germany, this past summer. 

Iohn M. Letiche is lecturer in economics at the University of California, Berkeley. 

Marvin Levine is senior assistant in economics, School of Commerce, Accounts, and Finance, 
New York University. 

David Levinson has been appointed instructor in economics at the University of Wisconsin. 


Harold M. Levinson has been appointed instructor in economics at the University of Michi- 


Edwin H. Lewis has joined the staff of the University of Minnesota as associate professor 
f marketing. 
Martin L. Lindahl, of Dartmouth College, served as visiting professor of economics in the 
nmer session of the University of Michigan. 
Clement S. Logsdon has left the Department of Commerce to join the faculty of the Uni- 
ty of North Carolina as professor of marketing. 


Clarence D. Long has been promoted to professor of economics at Johns Hopkins Univer- 


Charles W. Loomer, formerly of the Bureau of Agricultural Economics, has been appointed 
ciate professor of agricultural economics at the University of Wisconsin. 


Reuel I. Lund has been promoted to assistant professor of accounting at the University 
f Minnesota. 


Friedrich A. Lutz, of Princeton University, has been promoted to full professorial rank. 
\rthur E. Mace has been appointed assistant professor of economics at Duke University. 


Fritz Machlup has been appointed professor of political economy at Johns Hopkins Univer- 


odore F. Marburg has been promoted to assistant professor of economics at Princeton 
rsity. 


Edward Marcus, recently a student at Kings College, Cambridge, England, has been ap-, 
ted assistant in economics at Princeton University. 
Edward S. Mason has been appointed dean of the Littauer Schoo] of Public Administration, 
Harvard University. 
Paul C. Mathis, of Carleton College, has joined the faculty of the School of Business of the 
rsity of South Dakota. 


John M. Mattila is a member of the staff of the department of economics at Indiana Uni- 


H. H. Maynard, of Ohio State University, taught in the summer session of the University 
f Denver. 

Paul W. McGann, of American University, was a visiting professor in the summer session 

the University of California, Berkeley. 

Dan M. McGill has been appointed assistant professor of finance at the University of 

nessee. 

Archibald M. McIsaac, of Princeton University, has accepted an appointment as professor 

! economics at Syracuse University. 


>. Sterling McMillan has left Indiana University to become assistant professor of economics 
Western Reserve University. 
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L. H. Merzbach has been appointed assistant professor of economics at Southwestern Up; 


James N. Morgan has been appointed assistant professor of economics at Brown Univer 
sity 

J. Theodore Morgan, lecturer in economics at Harvard University in 1946-47, has joined 
the faculty of the University of Wisconsin as associate professor of economics. 

Sanford A. Mosk has returned to the University of California, Berkeley, after having spent 
a year in Mexico as holder of a Guggenheim fellowship. 

Thomas J. Murray has been appointed instructor in economics at Dartmouth College 

Car] L. Nelson has been promoted to associate professor of business organization at ¢) 
University of Nebraska 

Herman C. Nolen has resigned as professor of marketing at Ohio State University to by 
come vice president and director of purchases of McKesson and Robbins, Inc. 

Frank E. Norton will join the staff of the department of economics of Stanford Universit 
as acting instructor in the autumn quarter. 

Robert W. Oliver, recently of the University of Southern California, has been appointed 
structor in economics at Princeton University. 

Robert Osborn, Jr. has been appointed assistant in economics at Princeton University 

Melchior Palyi is returning to the University of Wisconsin as visiting professor of ecor 
for the first semester of 1947-48 

Gardner Patterson has been appointed assistant professor of economics at the Universit) 
Michigan 

Anton J. Penz has been promoted to assistant professor of accounting in the Colleg 
Commerce of Louisiana State University. 

Bernard D. Perkins has been promoted from instructor to assistant professor of accounting 
and economics in the School of Business of the University of South Dakota 

Mark Perlman, of the University of Wisconsin, has been appointed instructor in econor 
at Princeton University. 

Louis B. Perry has been appointed instructor in economics at Pomona College. 

William R. Peterson has accepted an appointment as instructor in economics at Denis 
University 

Clyde W. Phelps has been promoted from associate professor to professor of econon 
the University of Southern California 

E. Bryant Phillips has been appointed assistant professor of economics at the Univer 
of Southern California 

Mortin J. Plotnik, formerly of Marshall] College, is head of the department of econom 
Blackburn College 

Karl Polanyi has been appointed visiting professor of economics, Faculty of Political $ 
ence, Columbia University. 

W. H. Poole has been appointed professor of commerce at Queen’s University. 

Edward W. Proctor has resigned as instructor at Brown University 

\lbert J. Raebeck, recently of Columbia University, is now instructor in economics 
Princeton University 

Harold O. Rasmussen is instructor in economics at Lafayette College. 

I d G. Reynolds has been appointed professor of economics at Yale University. 

Franc M. Riciarrdi has been appointed instructor in commerce and economics at the 

rsity of Vermont 

N. Gilbert Riddle has been promoted to associate professor of finance at Ohio Stat« 


Roderick H. Riley, formerly director of research, Office of Price Administration, has } 


é 


the staff of the National Planning Association. 


bined 
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Ritter, formerly of the Bureau of Labor Statistics, was a visiting professor in the 
r session of the University of Wisconsin. 
ve F. Rohrlich, of the Office of Intelligence Research, Department of State, has been 
ted chief of the Economic Analysis Branch, Social Security and Insurance Division of 
Tokyo. 

e F. Rotwein, of Elmhurst College, is joining the faculty of the University of Wis- 
is assistant professor of economics 

urd Ruggles, of Harvard University, has been appointed assistant professor of econom- 
ile University. 

in D. Sargent has been appointed part-time instructor in economics at Brown Uni- 


d Schapiro is instructor in economics at Yale University. 
L. Schick, of North Texas State College, has been appointed graduate assistant 
department of business organization and management of the University of Nebraska. 
D. Schirmer is a graduate assistant in the department of business research of the Uni- 
Nebraska. 

G. Schoggen has been appointed instructor in economics at the University of Kansas. 
r Schweitzer, of the University of Wyoming, has joined the staff of the department of 
cs of Indiana University. 

Schwenning, managing editor of the Southern Economic Journal, has been elected 
e president of the Southern Economic Association. 
ert T. Segrest, assistant dean of the College of Business administration, University of 
has been promoted to professor of economics. 
nce Senior has been named director of the Social Science Research Center of the 
ty of Puerto Rico to succeed Rexford G. Tugwell, who is now director of the Institute 
ng of the University of Chicago. 
Sharfman, of the University of Michigan, has been appointed Henry Carter Adams 
sity professor of economics. 
t P. Shay is instructor in economics at the University of Virginia. 
B. Simpson, of Cornell University, has been appointed acting assistant professor of 
ics at Stanford University. 
e A. Slocum has been appointed professor of industrial management at the Univer- 
lennessee. 
M. Smith is an instructor in economics at Brown University. 
ith has resigned as instructor in economics at Denison University to take a posi- 
e Operations Division of the Board of Governors of the Federal Reserve System. 

er Smith, of the University of Iowa, has been appointed assistant professor of statistics 
niversity of Kansas. 

r E. Smith, of Wellesley College, has accepted an appointment as assistant professor of 

cs at Brown University. 

, dean of the School of Business Administration of the University of Buf- 

i visiting professor in the summer session of the University of California, Berkeley. 


1 M. Somers 


rd E. Speagle has been appointed instructor in economics at Princeton University. 
ick F. Stephan has been appointed professor of social statistics in the department of 
s at Princeton University. 
ird F. Stettler, of the University of Illinois, has been appointed assistant professor of 
ng at the University of Kansas. 
H. S. Stevens, director of the Bureau of Transport Economics and Statistics of the Inter- 
Commerce Commission, was awarded the honorary degree of Doctor of Social Science by 
College in June. 
lyn M. Stewart is a graduate assistant in the department of economics of the College 
siness Administration of the University of Nebraska. 
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Frank T. Stockton has transferred from the position of dean of the School of Business , 


dean of University Extension at the University of Kansas. 


Marvel M. Stockwell, of the University of California at Los Angeles, was a visiting profes 


sor in the summer session at Berkeley. 

Edmund C. Stone, former vice president and general manager of the Duquesne Light Cop 
pany, has joined the faculty of the School of Business Administration of the University 
Pittsburgh as professor of public utilities. 

Paul Studenski, professor of economics at New York University, has been named fiscal ; 
sultant to the New York State Commission to Study the Need for a State University. 


Daniel B. Suits has been appointed instructor in economics at the University of Michiga; 
Horace Townsend, Jr. is associate professor of transportation at the University of Tennes 


see 
rruman G. Tracy, of the University of Illinois, has been appointed assistant professor 
economics at the University of Missouri. 


Orba F. Traylor, of the University of Denver, has joined the staff of the University of Mis 


souri as assistant professor of economics and business. 


C. O. Van Dyke was visiting professor of economics at the University of Missouri summer 


session 

Vern H. Vincent has been appointed associate professor of accounting at the Universit 

lennessee 

Louis C. Wagner, formerly head of the department of commerce at the University of Ma: 
toba, has been ap saaiael associate professor of marketing in the College of Economics a1 
Business, University of Washington. 

George A. Wagoner has been appointed associate professor of office administration at 
University of Tennessee. 


Dunald H. Wallace has been appointed professor of economics and director of the Graduat 


Program in the School of Public and International Affairs at Princeton University. He 
also be consultant to the Council of Economic Advisers on the staff of which he has ser 
since November, 1946 after several years in the Office of Price Administration and its pred 
sor agencies. 

John T. Walter, formerly of Wilmington College, has joined the faculty of the Univer 
of Pittsburgh as an instructor in finance. 

Lloyd C. Wampler has been appointed instructor in business law at the University of Ka 
sas. 

Aaron W. Warner has been appointed lecturer, in charge of economics, School of Ger 
Studies, Columbia University. 

Myron W. Watkins has resigned as professor of economics, New York University, and is: 
engaged in research at Twentieth Century Fund. 

George Weber has been appointed instructor in economics at Princeton University. 

Weldon Welfling, of Duke University, has joined the faculty of Simmons College as profess 
of economics. 

Harvey Wexler has been appointed junior assistant in economics, School of Commerce, A 
counts, and Finance, New York University. 

John T. Wheeler has been appointed assistant professor of economics at the University 
Minnesota. 

R. H. Wherry has resigned as associate professor of economics and business administr 
tion at West Virginia University to accept an appointment at Pennsylvania State College 

Forrest White was an instructor in business administration at the summer session of Li 
ina State University. 

Francis Wilder, who has been visiting professor of economics at Duke University, has b 
appointed assistant professor of economics at Lafayette College. 

J. W. Wiley has been promoted to an assistant professorship at Purdue University. 


NOTES 771 


Charles A. Williams, formerly of the University of Pennsylvania, is an instructor in trans- 
tion in the School of Business Administration, University of Pittsburgh. 
Elgin Williams has been appointed assistant professor of economics in the College of Eco- 
ics and Business at the University of Washington. 
john H. Williams has resigned as dean of the Littauer School of Public Administration, 
ard University. 


William V. Wilmot has been appointed instructor in economics at the University of Wis- 


Car! C. Wilson has been appointed graduate assistant in the Department of Business Re- 
h in the College of Business Administration of the University of Nebraska. 
hn Wingate, of the City College of New York, taught graduate courses in retailing at the 

immer session of Ohio State University. 

Fred Witney, of the University of Illinois, has joined the staff of the department of econom- 
f Indiana University. 

Rufus Wixon has resigned as assistant professor of economics at the University of Michi- 
to accept a position at the University of Buffalo as professor of accounting and chairman 
e department of accounting in the Schoo] of Business Administration. 

Donald T. Wood, of the National Bureau of Economic Research, has been appointed in- 
tor in economics at Dartmouth College. 

David McC. Wright, professor of economics at the University of Virginia, was a visiting 
ssor in the summer session of the University of California, Berkeley. 

H. Edwin Young, of the University of Maine, has been appointed instructor in economics 

t the University of Wisconsin. 
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FORTY-FOURTH LIST OF DOCTORAL DISSERTATIONS [yn 
POLITICAL ECONOMY IN PROGRESS IN AMERICAN 
UNIVERSITIES AND COLLEGES 


The first list of this kind was dated January 1, 1904, and was sent to all member 
regularly bound in the publications. A notation as to the earlier lists, extending from 1995 
1927, may be found in the Review for September, 1927, page 574. Annual lists thereafter a; 
be found in the September number of the Review for each year. 

he present list specifies doctoral degrees conferred, doctoral dissertations completed g 
accepted by the various universities, and the theses still in preparation. The last date giv. 
the probable date of completion. In cases where the publishers of completed dissertations 
given, this information has been reported. 

lhe list represents the status of the several theses on June 15, 1947, except for a few item: 
later reported as completed or published. 


Economic Theory; General Works 


Degrees Conferred 


ArtHuR Herter Lercu, Ph.D., Chicago, 1946. Studies in the theory of capital and j 
before 1870 

James W. Lonc.ey, Ph.D., Harvard, 1947. The economic system of Simonde de Sis 

James Newton Morcan, Ph.D., Harvard, 1947. The elimination of gains and losses res 
from the operations of governments: a theoretical and empirical study in welfare « 

MELVIN WARREN REDER, Ph.D., Columbia, 1946. The theory of welfare economics 
lished as No. 534, Columbia Studies in History, Economics, and Public Law.) 

HENG-KANG SANG, Ph.D., Harvard, 1947. The mechanism of capital formation 

BERNICE SHOUL, Ph.D., Harvard, 1947. The Marxian theory of capitalist breakdow: 

Morris Tuttie, Ph.D., Ohio State, 1947. The marginal productivity theo: 
tribution and the Cobb-Douglas function 

HERBERT BALLANTINE WOOLLEY, Ph.D., Harvard, 1947. Theory of administered p1 
I: change in consumer good prices. 


Thesis Completed and Accepted 


MoTHER JEANNETTE KimBatt, R.S.C.J., B.A., Barat, 1937; M.A., Marquette, 1942 
economic doctrines of John Gray (1799-1850). Catholic. 


Theses in Preparation 


KATHARINE ALLEY Beyer, B.A., Vassar, 1944. The economics of multiple product 
Columbi 

JosEpH CropsEy, B.A., Columbia, 1939; M.A., 1941. The concept of economic 
1948. Columbia. 

RicHARD M. Davis, B.A., Colgate, 1936. Some aspects of profits theory. 1948. Corn 

Harotp S. Dramonp, B.S., College of City of New York, 1937; M.A., Columbia 
Studies in innovation theory. 1948. Columbia. 

JosepH Francis FLuBACHER, B.A., La Salle, 1935; M.A., Temple, 1938. The 
ethics in the history of economics. 1947. Temple 

\RTHUR FREEDMAN, B.A., Toledo, 1938; M.A., Cincinnati, 1939. Current issues in th: 
interest. 1947. Pennsylvania. 

JAMES BERNARD GILEs, B.B.A., Texas, 1936; M.A., 1937. Influence of wage costs 

f technological] progress. 1949. Columbia. 

WENDELL Deapy HAnce, B.S., Northwestern, 1935; M.A., Harvard, 1942. Pric 
behavior and employment theory. 1947. Harvard. 

W. Lawrence HEpparp, B.S., Northern State Teachers, Michigan, 1934; M.A., Mi 
1935. A suggested restatement of the postulates of the price theory of economics 
Michigan 
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\WriutAM CLARENCE Hoop, B.A., Mount Allison, 1941; M.A., Toronto, 1943. Some problems 
in the theory of employment in an open economy. 1948. Toronto. 
Vivo Hsrn, B.A., Peking, 1939. The theory of industrial development in economically unde- 
veloped countries. 1947. Michigan. 
( Kaysen, B.A., Pennsylvania, 1940; M.A., Harvard, 1947. Analysis of expectations and 
future prices in some commodity markets. 1947. Harvard. 
Invinc B. Kravis, B.S., Pennsylvania, 1938; M.A., 1939. The theory of varying returns. 
1947. Pennsylvania. 
\rruur E. Mace, Jr., B.A., Amherst, 1938. Economics of wage differentials. 1947. Chicago. 
A r RayMOND MILLER, Jr., B.A., George Washington, 1940; M.A., 1941; M.A., Harvard, 
1946. Classical theory of capital formation. 1948. Harvard. 
L. M. Morrison, B.Litt., Pulitzer; M.A., British Columbia. Studies in the literature of 
political economy 1750-1850. 1948. Toronto. 
RicHarD E. Mutcany, B.A., Gonzaga, 1939; M.A., 1940. The economic theories of Heinrich 
Pesch. 1949. California. 
\ustin Murpuy, M.A., Fordham, 1940. The concept of progress in contemporary economics. 
1948. Fordham. 
Don Patrnkin, B.A., Chicago, 1943; M.A., 1945. On the consistency of economic models: a 
theory of involuntary unemployment. 1947. Chicago. 
CLARENCE EDWARD PxHILBRooK, B.A., Chicago, 1936. The policy implications of the theo- 
retical controversy over the effects of rigid wages. 1947. Chicago. 
M. Wintrrep Ports, B.S., State Teachers, Shippenburg, 1941; M.Ed., Temple, 1944. Business 
ind economics: their relationship at the collegiate level. 1947. Chicago. 
GaLeN B. Price, B.S., Arkansas, 1938; M.S., 1939. A restatement of the theory of price 
irement. 1948. American. 
‘ Locxuart Ritter, B.A., De Pauw, 1935. The application of the theory of imperfect 
petition to the determination of wages: with a statistical analysis of wage differentials. 
1948, Wisconsin. 
EuGENE Rotwern, B.A., M.A., Wisconsin, 1939. The political economy and economic 
philosophy of David Hume. 1947. Chicago. 
Witt1aM Eart ScHENK. Technology and economic progress. 1948. J/linois. 
GEORGE SCHULLER, B.S., New York, 1931; M.A., 1934. Bargaining power and its effects on 
rices and income. 1948. Columbia. 
vinG H. Srecer, B.S., College of City of New York, 1934; M.A., New York, 1935. The 
measurement of production and related concepts. 1948. Columbia. 
\nLEN M. Srevers, B.A., Chicago, 1939; M.A., Columbia, 1941. A critique of the anti- 
capitalist thesis of Karl Polanyi. 1949. Columbia. 
Put Srmpson, B.A., Reed, 1936. Monetary implications of classical economics. 1947. Cornell. 
RaLpH Cirnton Woop, B.A., Wesleyan, 1934; M.A., 1935. National economic development 
and the theory of international specialization. Columbia. 


Economic History 


Degrees Conferred 


}AMES HAROLD EasterBy, Ph.D., Chicago, 1945. The South Carolina rice plantation. 
EPH LYMAN FisHer, Ph.D., Harvard, 1947. The development of our Arctic frontier. 
RAHAM Lours Grrtow, Ph.D., Columbia, 1947. Stone age economics’of the Mount Hager 
tribes. (To be published as Monog. No. 12 of the American Ethnological Society series.) 
Metvin Dow KENNEDy, Ph.D., Chicago, 1947. The suppression of the African slave trade 
to the French colonies and its aftermath, 181448. 
Eiste Mar Lewis, Ph.D., Chicago, 1946. From nationalism to disunion: a study in the 
ecession movement in Arkansas, 1850-61. 
GALE WituiaM McGee, Ph.D., Chicago, 1947. The founding fathers and entangling alliances. 
Win 96 HARVEY MaEHL, Ph.D., Chicago, 1946. The German socialists and the foreign policy 
the Reich, 1917-22. 
PETER JosepH Paut, Ph.D., Chicago, 1947. The social philosophy of Charles Carroll of Car- 
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Davip Gray Poston, Ph.D., Chicago, 1946. The city of Soochow (585 B.C.-1912 A.D 
portrayed in the Wu-Hsien Chronicles. 

HARRY RoBERT STEVENS, Ph.D., Chicago, 1946. The old Northwest of the middle period jr 
American historical writing from 1865 to 1944. 


Theses in Preparation 


Aaron Morey Boom, B.A., Nebraska, 1940; M.A., 1941. The development of sectiona 
attitudes in Wisconsin, 1820-40. 1947. Chicago. 

Davip BRADFORD, B.A., Michigan, 1930; M.A., 1931. The development of sectional attitudes 
in Ohio, 1945-1860. 1947. Chicago. 

WiiiraM D. Crark, B.A., Oxford, 1938. The political thought of the Anglican clergy, 1642 
1660. 1947. Chicago. 

ELEANOR GopFREY, B.A., Smith, 1935; M.A., Chicago, 1936. Government regulation of j; 
dustry in the reign of James I as illustrated by the monopolies. 1947. Chicago. 

H. L. Hrrcwens, B.A., Chicago, 1935; M.A., 1936. The United States and the Isthmia 
routes, 1823-1878. 1947. Chicago. 

FRANCES CORNWALL HutNeEr, B.A., Middlebury, 1940; M.A., Columbia, 1943. Busines: 
history of the Farr Alpaca Co., Holyoke, Massachusetts. 1949. Columbia. 

BERNARD G. Mattson, B.A., Oberlin, 1922. Radicalism in the United States, 1787-180 
1947. Chicago. 

Howarp A. Merritt, B.A., Northland, 1933; M.A., Wisconsin, 1937. Agrarian attit 
toward the Chicago Board of Trade, 1870-1925. 1947. Chicago. 

Martna C. MitcHe tt, B.A., Alabama, 1943; M.A., Chicago, 1944. A history of Birmingha: 
Alabama. 1947. Chicago. 

HowaArpD VERNON, B.A., Chicago, 1937; M.A., 1940. The effect of the French Revolutior 
lower Canada. 1947. Chicago. 

ELGIN WILLIAMS, B.A., Texas, 1942; M.A., 1944. An economic interpretation of the annexa 
tion of Texas. 1948. Columbia. 


National Economies 


Degrees Conferred 


WALTER ABRAHAM, Ph.D., Yale, 1947. A theory of Indian economic development. 

WILLIAM CHARLES CHAMBERLIN, Ph.D., Columbia, 1946. Iceland in World War IT. (Publish 
as No. 531, Columbia Studies in History, Economics and Public Law.) 

SAMUEL Lurié, Ph.D., Columbia, 1946. Private investment in a controlled economy: Germar 
1933-1939. (Columbia University Press.) 

Jack BEAUMONT PFEIFFER, Ph.D., Chicago, 1947. The development of manufacturing 
dustry in Chile, 1820-1940. 

Coy Hoyt Price, Ph.D., Virginia, 1947. A study in the economic control of Germany 


Theses in Preparation 


Douc.as S. Brown, B,A., Michigan, 1939; M.A., 1940. The administration of British color 
policy in the Illinois country 1763-1772. 1949. Michigan. 

NEIL ButLer Dun ap, B.A., Alabama, 1941. Expansion of the Soviet-Asian economic fronti 
1947. Chicago. 

EDWARD Marz, Dipl. Bus. Adm., Vienna, 1933; Dipl. Pol. Econ., 1937; M.A., Harvard, 1943 
From monarchy to republic: an economic analysis of the early years of the Austrian K 
public. 1947. Harvard. 

Joun Eart Oakes, B.A., Fisk, 1928. A recent economic history of the Philippines. 194/ 
Chicago 

Leona S. Trorta, B.A., New York, 1931; M.A., Columbia, 1935. The labor situatio 
Italy at the close of the First World War and how it paved the way for fascism. 1 
Columbia. 

Maurice Trotta, B.S., Fordham, 1930; LL.B., Fordham Law School, 1932; M.A., C 


OF 
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1932. The relationship between the labor situation and political events in Italy after 
World War IL. 1948. Columbia. 
Norman McQueen Warp, B.A., McMaster, 1941; M.A., Toronto, 1943. Development of 
ernment activity in Nova Scotia. 1948. Toronto. 


Economic Systems; Postwar Planning 


Theses in Preparation 
Rexzo Brancut, B.A., Chicago, 1936; M.A., 1938. Guild proposals for economic organization. 


I 


1947. Chicago. 
Henry Houpsaip Ware, B.A., Pomona, 1932; M.A., Columbia, 1939. The Soviet consumer: 
a theoretical approach to the problem of consumer satisfaction under the Soviet set-up. 


1948. Columbia. 


Statistical Methods; Econometrics ; Economic 
Mathematics; Accounting 


Degrees Conferred 


Wruitam JosepH VaTTEeR, Ph.D., Chicago, 1946. The fund theory of accounting and its 
plications for financial reports. (Journal of Business, University of Chicago, Studies 
n Business Administration, July, 1947.) 
: THoMAS WHEELER, Ph.D., Massachusetts Institute of Technology, 1947. Use of cost 
iccounting by economists. 
Rurus Wrxon, Ph.D., Michigan, 1945. Accounting for corporate capital. 


Theses Completed and Accepted 


as Leon McCreary, C.S.V., B.S., St. Viator, 1935; M.A., Catholic, 1945. Uniform 
nting systems for parishes. 1947. Catholic. 
RosENBLUM, B.S., Columbia, 1926; M.S., 1927. Adjustment of insurance loss claims on 


\dise: accounting problem and procedure. 1947. Columbia. 


Theses in Preparation 


Norman S. Cannon, B.S., Utah, 1938; M.S., Columbia, 1939. Accounting facts for collective 
irgaining. 1948. Columbia. 
lHomas GREGORY CHARTERS, B.A., Manhattan, 1927; M.A., Canisius, 1929. Financial 
itements. 1949. Columbia, 
iAM HerBert Curips, B.A., Morningside, 1927; M.A., Michigan, 1935. Consolidated 
nancial statements. 1947. Columbia. 
R. Fapum, M.A., Yale, 1945. Inventory: valuation and economic implications. 1948. 
Vale 
G & B. Garvy, Licence és-lettres, Paris, 1937. The use of debits and clearing statistics in 
mic analysis. 1948. Columbia. 


& GLover, B.S., Alabama, 1922; B.A., 1922; M.A., Chicago, 1928. Fixed and variable costs 
ind their application in cost analysis. 1948. Columbia. 
Henry Aucust Krrepet, B.S., Lehigh, 1932; M.A., 1937. Special purpose financial state- 


nts. 1949. Columbia. 

DanreL Lipsky, B.A., Columbia, 1931; M.S., 1934. A reexamination of accounting principles. 
1949. Columbia. 

Prosopu C. Mrrrra, B.S., 1940; M.A., Columbia, 1946. Studies in the theory, measurement, 
ind comparisons of cost of living index numbers. 1948. Columbia. 

C. RoLLAND Niswoncer, B.S., Miami, 1929; M.S., Illinois, 1931. Accounting for surplus 
reserves. 1948. Ohio State. 

WasHINGTON Sycrp, B.S.C., Santo Tom4s (Manila), 1939; M.S.C., 1940. The formulation of 

_ accounting principles. 1949. Columbia. 
CAR Francis TABER, Jr., B.A., Amherst, 1938; M.A., Columbia, 1940. Statistical cost 
curve lor a power laundry. 1948. Columbia. 
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WENDELL Piccotr TRUMBULL, B.S., Illinois, 1937; M.A., Michigan, 1941. A study of re; 
cost accounting problems as related to principles of cost analysis. 1948. Michigan 


National Income and Product; Income Distribution; 
Consumption Statistics 
Degrees Conferred 
GEORGE MERVYN KLEINER, Ph.D., Wisconsin, 1947. Income and employment in the Fif; 
Federal Reserve District, 1930-1944. 


James Tosrn, Ph.D., Harvard, 1947. A theoretical and statistical analysis of consw 
saving 


Theses in Preparation 

WENDELL M. Apamson, B.A., Indiana, 1928; M.A., 1937. The measurement of in 
small geographic areas. 1948. Columbia. 

JANET AustRIAN, B.A., Bennington, 1939. An analysis of consumer income and exper 
by age groups, 1935-36. 1948. Columbia. 

CHARLES FE. Brap ey, B.S., James Millikin, 1942; M.S., Illinois, 1945. Statistica] 
and measurement of demand. 1947. Jilinois. 

GeorcE F. Diver, B.A., California, 1936; M.A., Columbia, 1941. Consumers’ sa 
the United States. 1949. Columbia. 

lnomas A. Ketty, B.A. and M.A., Vanderbilt. Employment and wage changes 
Southeast, 1939 to 1945. 1948. Vanderbilt. 

DANIEL BuRBIDGE Suits, B.A., Michigan, 1940; M.A., 1941. Capital formation 
relation to productivity and employment in selected industries, 1919-1939. 1948, 


Business Cycles and Fluctuations 


Degrees Conferred 


Evsey Domar, Ph.D., Harvard, 1947. Essays in economics of expansion. 

FREDERICK ALFRED EKEBLAD, Ph.D., Northwestern, 1947. Government lending t 
in the decade of the 1930’s 

James Hirscu Lorre, Ph.D., 1947. Causes of annual fluctuations in the productior 
stock and livestock products 

LEONARD Henry RAL, Ph.D., Wisconsin, 1947. A critical analysis of the populatio: 
of the secular stagnation thesis 


Paut Wrers, Ph.D., Michigan, 1947. Theories of the business cycle and internationa 


Thesis Completed and Accepted 


Sipney D. MERLIN, B.A., Chicago, 1937; M.A., 1939. The theory of fluctuations i 
economic thought. 1947. Columbia 


Theses in Preparation 


Qurncy Apams, B.A., New York, 1941; M.A., American, 1945. Business morta 
United States. 1949. Columbia 

KENNETH J. Arrow, B.S., College of City of New York, 1940; M.A., Columbia, 1941. M 
urement of economic stability. 1948. Columbia 

ArTHUR GARWOOD ASHBROOK, Jr., B.S., Haverford, 1941. A federal wage-price p« 

ill er yyment economy. 1947. Massachusetts Institute of Technology 

ArTHUR GLEN AUBLE, B.A., Hastings, 1938; M.A., Nebraska, 1940; M.A., Harvat 
lhe depression of 1873. 1947. Harvard 

Metvin Davip Brocxtre, B.A., California, 1942; M.A., 1944. The recovery of 19 
the recession of 1937-38. 1947. California 

RIcHARD V. CLEMENCE, Ph.B., Brown, 1934; M.A., 1936; M.A., Harvard, 1940. T! 
of economic maturity. 1947. Harvard 
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vp Erron, B.A., Doane, 1939; M.A., Wisconsin, 1940. The probable effects of the 
fut \f the federal debt in cycle policy. 1948. Wisconsin. 
rexpros T. Fexs, B.A., Harvard, 1939; M.A., Columbia, 1940. History of American business 
1865-1939. 1948. Harvard. 
Wriuram Hamovrres, B.Com., McGill, 1943; M.P.A., Harvard, 1945; M.A., 1946. Wages in 
the business cycle. 1948, Harvard. 
« E. Hosen, B.A., Dartmouth, 1939; M.A., Columbia, 1940. Swedish economic policy 
economic stability. 1948. Columbia. 
»p Hurwicz, LL.M., Warsaw, 1938. Basic postulates of the theory of economic fluctua- 
s and their relation to empirical evidence. 1947. Chicago. 
Hoxtmes Leacy, B.A., British Columbia, 1941. Price behaviour in Canadian business 
1949. Columbia. 
Wrvston McCrackEN, B.A., William Penn, 1937; M.A., Harvard, 1942. Cyclical im- 
if liquid asset function. 1947. Harvard. 
NorMAN McLeop, B.A., Queens, 1933; Honor B.A., 1940; M.P.A., Harvard, 
16. Fullemployment in an open economy. 1947. Harvard. 
Mi Master, B.S., Temple, 1939; M.A., Pennsylvania, 1942. Stabilization of employment 
bile industry: a study of the problem of reducing seasonal fluctuations in em- 
1948. Pennsylvania, 
,C. Ostrum, B.A., Pennsylvania, 1930; M.A., 1946. The theory of under-consumption. 
194 Penns yivanta, 
S Suan Pu, B.A., Michigan, 1943; M.A., Harvard, 1944. Technological progress and 
1947. Harvard. 
D. Roose, M.A., Yale, 1943. Recession of 1937-39. 1948. Yale. 
G. Smirn, B.A., British Columbia, 1944. The specific cycle approach in business 
( nalysis. 1948. California. 
\\vip G. TynpALt, B.Com., Toronto, 1940; M.A., 1941. The interest rate and secular un- 
1948. California. 


Public Finance; Fiscal Policy; Taxation 


Degrees Conferred 


RosEM Wiiey Brapiey, Ph.D., Radcliffe, 1947. The public debt of Mexico. 
Mitts CLark, Ph.D., Harvard, 1946. Some aspects of the development of the per- 
ncome tax in the provinces and municipalities of Canada up to 1930. 
x Lee CunkKLE, Ph.D., Virginia. The impact of World War II on state finances. 
Derrick, Ph.D., Chicago, 1946. Exemption of security interest from income taxes 
ited States, an economic and statistical analysis. (Journal of Business, Uni- 
Chicago, Studies in Business Administration, October, 1946.) 
( k WriitrAM Ens.tey, Ph.D., New York, 1947. The nation’s budget and the federal 
nment’s budget. 
» BenjAMrIN Goope, Ph.D., Wisconsin, 1947. An economic analysis of the federal cor- 
i ncome tax. 
GabprieL Hauce, Ph.D., Harvard, 1947. Banking aspects of treasury borrowing in World 


Byron LinpBErG Jonnson, Ph.D., Wisconsin, 1947. The principle of equalization applied to 
cation of grants-in-aid. 

RANDALL T. KLEMME, Ph.D., Iowa State, 1947. The graduated land tax. 

W \M DONALD Knicut, Ph.D., Michigan, 1947. Subsidization of industry in forty selected 


f Wisconsin, 1930-46. 

} H. LEONARD, Jr., Ph.D., Yale, 1947. Public debt management. 

KEX J. MorTHLAND, Ph.D., Chicago, 1946. Bonded indebtedness of local governments in 
[ilinois, 1927-40. 


OBERT A. Rennie, Ph.D., Harvard, 1947. Federal-provincial aspects of Argentine fiscal 


WILLIAM i. SCHENK, Ph.D., Illinois, 1947. Technology, capital and government fiscal policy. 
M L Scutrr, Ph.D., New York, 1947. State business taxation. 
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RatpH Ira THAYER, Ph.D., Stanford, 1947. A comparative study of the tax system of ; 
state of Washington 
\LICE JOHN VANDERMEULEN, Ph.D., Radcliffe, 1947. A case history in New England 


WILLIAM SPENCER VICKREY, Ph.D., Columbia, 1947. Agenda for progressive taxatior 


Theses Completed and Accepted 


J. Wairney Hanks, B.A., Utah, 1939. Interrelationships of state and municipal financing ;; 
Uta 1947. Indiana 

GeEorGE FE. Lent, B.A., Rensselaer Polytechnic Institute, 1934; M.B.A., 1935. The impact 
the undistributed profits tax. 1947. Columbia. 


Theses in Preparation 


LoweLt DeWitt Asusy, B.A., Hastings, 1936; M.A., Nebraska, 1938. The development 
the national economic budget. 1947. Wisconsin 

GERARD M. Brannon, B.A., Georgetown, 1943; M.A., 1944. Uncertainty in fiscal p 
planning. 1947. Harvard 

C. N. BreNNAN, B.Com., British Columbia, 1933; M.S., Columbia, 1939. Taxation of 
porate income in the British Empire. 1949, Columbia 

] Conen, B.A., Manitoba, 1940; M.A., Cincinnati, 1941. Governmental techn 
nterest saving on the public debt. 1947. Chicago 

CLARENCE CoLtton Dawson, B.S., Kentucky, 1927; M.A., G. Peabody College for Teac} 
1931. History of tax administration in Kentucky since 1850. 1948. Kentucky. 

CHARLES Henry Durton, B.A., Yale, 1934; M.A., Michigan, 1936. The federal budget as 
( izing instrumentality—a study of techniques in budgeting recently advocated 

e1 yyment fiscal policy. 1947. Harvard 

Ropert DeWitt Exxrort, B.A., Chicago, 1942; M.A., 1943. Taxation of corporat 
I e. 1949. Columbia 

Ls J », B.S., Florida, 1943; M.A., North Carolina, 1944. A fiscal policy for the 
istern states. 1948. North Carolina 

Joun Avustry GronouskI, B.A., Wisconsin, 1942. United States government bonds. 1948 


Evrnor Ruta Harris, B.A., Mt. Holyoke, 1944; M.A., Radcliffe, 1945. The influence 
] « n the rate of interest. 1947. Harvard 
WiiuramM F. Hetuimurta, B.A., Yale, 1940. National debt management in the United King 


Ha PER BELL JENKINS, B.A., Acadia, 1927; M.A., Chicago, 1947. Deficient 
services in Nova Scotia. 1947. Chicas 
RreENzI W ON JENNINGS, B.S.C., Iowa, 1927; M.A., Kentucky, 1928. The taxatior 
ihbred racing and pari-mutuel betting in the United States. 1948. Kentucky 
P. N. JENSEN, B.S., California, 1934; M.A., Columbia, 1946. The administrati 
Li e tax. 1949. Columbia 
James Rupovpu Kay, B.A., Birmingham-Southern, 1938. Fiscal and monetary policy 


LEONARD KENT, B.S., Georgia Teachers, 1935; M.B.A., Chicago, 1940. Effects of death ta 
on the pattern of investment. 1947. Chicago 

LAW NCE BRUMFIELD Myers, B.S., Temple, 1945; M.A., Wiscor sin, 1947. Public fina: 
Sweden. 1949. Wisconsin 

Donatp WILLIAM O’ConnNELL, B.A., Columbia, 1937; M.A., 1938. The impact of the fi 

i1l program on the banking system. 1948. Columbia 

LER L. Quatts, B.A., Illinois Wesleyan, 1932; M.A., Illinois, 1936; B.S., 1939. I 
support of public libraries in Illinois. 1948. Jllinois 

Ep p W. Reep, B.Ed., Southern Illinois Normal, 1936; M.A., Illinois, 1937. I 

ite tax relations. 1947. J/linots 
Gorpon J. E. Sterner, M.S., Columbia, 1940. An analysis of federal disbursement proc« 


1948. Fordham, 
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can G. TRACY, B.A., Illinois, 1939; M.A., Virginia, 1940. Valuation of Illinois oil property 
roperty tax assessment. 1947. Illinois. 
id towr Orpa F. TRAYLOR, B.A., Western Teachers, Kentucky, 1930; M.A., Kentucky, 1932. State 
istilled spirits taxation with special reference to Kentucky. 1948. Kentucky. 
n rar. K. Turner, B.A., Berea, 1931; M.A., Kentucky, 1937. An assessors’ manual for 
Kentucky. 1947. Kentucky. 

Rote A. Wert, B.A., Chicago, 1942; M.A., 1945. Federal aid to achieve state-local co- 
eration in a counter-cyclical fiscal policy. 1947. Chicago. 
Icing in | FrepEriIcK Weston, M.B.A., Chicago, 1942. The meaning and measurement of excess 

its. 1947. Chicago. 

ipact of Mezvrn I. Warts, B.A., Cincinnati, 1943. Counter-cyclical potentialities of the federal in- 
me tax. 1948. Columbia. 


Money and Banking; Short-Term Credit 


1 of the 


nent of Degrees Conferred 
pol losepH A. KersHaw, Ph.D., Columbia, 1947. A history of ration banking. 
. Wrouram Lippon McPeters, Ph.D., Harvard, 1947. Credit in southern agriculture. 
ol os Wripur T. Meek, Ph.D., Columbia, 1947. A monetary history of colonial Mexico. 
Herpert Victor Procunow, Ph.D., Northwestern, 1947. Term loans in practice and their 


place in banking theory. 


pe Sa Har Pu, Ph.D., Harvard, 1947. Banking reform in China. 
ache 
Thesis Completed and Accepted 
t as ar Sister MAry ALEXINE Beatty, S.S.J., B.A., Boston, 1939; M.A., Catholic, 1942. Bank fail- 
ted for ires in the District of Columbia, 1900-1945. Catholic. 
invest Theses in Preparation 


Wruam O. ANDERSON, B.S., Ohio State, 1938; M.A., 1941. An analysis of bank deposits. 
48. Ohio State. 

- 1948 Danrer K. ANpREws, B.A., Wisconsin, 1935; M.A., 1942. Commercial banking and the public 
1948. Ohio State. 

\RCHIBALD BisHop, B.A., New Brunswick, 1941; M.A., Toronto, 1946. Studies in 


of t ‘ 
e treasury control and banking policy with special reference to Canada. 1948. Toronto. 
don 1AM CASTLE BRADFORD, B.S., Syracuse, 1942; M.A., 1944; M.A., Harvard, 1946. Secular 
ls in the velocity of money. 1947. Harvard. 
pul k BricKNER, M.S., Columbia, 1941. Monetary controls. 1947. Columbia. 
K. Cuow, B.A., Ohio Wesleyan, 1941; M.B.A., Ohio State, 1943. Factors determining the 
f th monetary unit. 1948. Ohio State. 
Hsry-Min Cuow, B.A., National Tsing Hua (China), 1936; M.S., Columbia, 1945. China’s 
of t] netary reforms, 1929-1948. 1949. Columbia. 
J S. Cross, B.A., Pennsylvania State, 1940; M.B.A., Ohio State, 1942. The mercantile 
in the redit structure and its function as purchasing power. 1947. Ohio State. 


james M. Dawson, B.A., Wooster, 1939; M.B.A., Pennsylvania, 1940. Causes and efiects of 
the decline in interest rates, 1920-1945. 1948. Pennsylvania. 


taxt 
pb S. Dye, B.A., Cornell, 1941; M.A., 1942. Federal banking legislation of the 1930’s, 
nce i ts consequences and related issues. 1948. Cornell. 
WINTHROP E. EvErREtTT, B.S., Franklin and Marshall, 1927; M.A., Chicago, 1932. Bank 
edera earnings, behavior and significance. 1948. Pennsylvania. 
Donatp A. Fercusson, B.A., Dalhousie, 1932; M.B.A., Chicago, 1945. A reconsideration of 
ancia the tunctions and organization of the Federal Reserve System. 1948. Chicago 
t , H GILDERSLEEVE, B.S., Iowa, 1926; M.B.A., New York, 1933. Problems involved in 
leral- the financing of commercial banks, 1948. Ohio State. 
ERT EvGENE Gorpon, C.PP.S., B.A., St. Charles Seminary, 1935; M.A., Catholic, 
dures 1945. Historical development of the weekly Federal Reserve statement and its interpreta- 


n. 1948. Catholic. 
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ARTHUR Kemp, B.S., Buffalo, 1939; M.B.A., Northwestern, 1940. Legal concepts of mon; 
1948. New York. 

Avram Kissexcorr, Licence en Droit, Toulouse, 1929; Diplémé de |’Institut de Statistigy, 
Paris, 1938. Demand for instalment sales credit. 1948. Columbia. 

E. KoenkeEr, B.A., North Dakota Teachers, 1934; M.B., North Dakota. 
A study of bank failures in North Dakota, 1920-35. 1948. Ohio State. 

JoasB MAuLprn LEsESNE, B.A., 1919; South Carolina, 1932. The bank of the state of Soy; 
Carolina, 1812-1865. 1947. South Carolina. 

Joun Prreer Lutz, B.A., Amherst, 1936; M.B.A., Pennsylvania, 1938. Some problems of co, 
mercial bank reserves. 1948. Pennsylvania. 
RusseLt Craic MclIvor, B.A., Western Ontario, 1937; M.A., Chicago, 1939. Monetary , 
pansion in Canadian war finance, 1939-1945. 1947. Chicago. 
Gorpon W. McKIn ey, B.A., McMaster, 1938; M.A., Ohio State, 1940. The Federal Reser 
System, 1930-1947. 1947. Ohio State. 

GEORGE WESLEY McKINNEY, Jr., B.A., Berea; M.A., Virginia, 1947. War loan account 
commercial banks as an aspect of war financing. 1949. Virginia. 

FrED W. Moyer, B.S., Ohio State, 1938; M.A., 1946. The development of monetary t! 
since 1900. 1948. Ohio State. 

GARDNER Patterson, B.S., Michigan, 1938; M.A., 1939. Greek financial experience. Ha 

ANTHONY Louts SANcETTA, B.A., Western Reserve, 1937; M.S., Columbia, 1939. Th, 
velopment of central banking in Italy: a study of structural growth and credit « 
1948. Columbia. 

ANNA JACOBSON ScHWARTZ, B.A., Barnard, 1934; M.A., Columbia, 1935. State banking 
fore the Civil War; a study of Pennsylvania banking. 1947. Columbia. 

RICHARD TULOss STEVENS, B.A., Ohio State, 1926; M.A., 1931. Economic implicatio1 
changing character of bank assets. 1948. Ohio State. 

ROBINSON MILLER Upton, B.B.A., Tulane, 1938; M.B.A., Harvard, 1940. The importar 
direct costs in the granting of consumer instalment credit. 1948. Northwestern. 

Rosert C. Weems, B.S., Mississippi State, 1931; M.B.A., Northwestern, 1934. The | 
the state of Mississippi, 1809-1834. 1948. Columbia. 

FreD M. Wor ey, B.S., Pennsylvania, 1921; M.A., 1924. Behavior of currency and d 
deposits. 1949. Pennsylvania. 


International Trade, Finance and Economic Policy 
Degrees Conferred 

DouGLas RupyArRD ANNETT, Ph.D., Harvard, 1947. British imperial preference in ( 
commercial policy. 

GreorGE Hay Brown, Ph.D., Chicago, 1945. The international economic position 
Zealand. (Published by Journal of Business, University of Chicago, Studies in Bus 
Administration, Vol. XVI, Nos. 1 and 2, April, 1946.) 

RALPH ELBERTON SmiTH, Ph.D., Chicago, 1947. Customs valuation in the United St 
study in tariff administration. 

STANLEY Szu-YEE Tsou, Ph.D., Harvard, 1947. The world tea industry and China 

Yunc-Suun Wu, Ph.D., Wisconsin, 1947. The wool tariff in the United States ecor 


\ 


Thesis Completed and Accepted 
MortHer DEAN ELIZABETH TRAYNOR, R.S.C.J., B.A., Barat, 1937; M.A., Marquett 
International monetary and financial conferences, 1900-1945. 1946. Catholic 
Theses in Preparation 


Roya. Branopis, B.A., Richmond, 1940; M.A., Duke, 1947. International fiber com; 
1948. Duke 

Sutu-Cuvu Cutanc, B.S., National Chiao-Ting, 1940; M.A., Harvard, 1946. The sta 
the external value of money. 1947. Harvard. 
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mone; ar. V. Conporpe, B.S., Ohio State, 1941; M.A., 1944. International trade and foreign 
| f Soviet Russia. 1948. Ohio State. 
atistique, ALE} er EcxstEIN, B.S., California, 1939; M.S., 1941. Trade relations between central 

countries and U.S.S.R. 1948. California. 
GreENwoop, Vienna, 1926; M.A., Nebraska, 1941. Adjustment processes in the Cana- 
ce of payments, 1926-38. 1948. Cornell. 
H Kyte Hawk, B.A., Birmingham-Southern, 1941; M.A., Virginia, 1943. United States 
trade policy for the aluminum industry. 1948. Virginia. 
Hewirt, B.A., Aurora, 1937; M.A., Chicago, 1939. Venezuela and the origins of dollar 
y. 1947. Chicago. 
N\rHANIEL JACKENDOFF, B.S., College of City of New York, 1938; M.A., Illinois, 1939. 
Some aspects of the problem of international economic adjustment. 1948. Jilinois. 
r WARREN JAMES, B.Com., Toronto, 1938; M.A., 1939. Canada’s wartime economic co- 
vith the United Kingdom and the United States. 1947. Chicago. 
[nVIN JORGENSEN, B.A., Stanford, 1937; M.A., Columbia, 1940. Internationa] shipping 
the United States. 1949. Columbia. 
Mitter, B.A., Pennsylvania, 1941. Criteria of equilibrium in international exchange 
1949, Pennsylvania. 
Harvard Spymour ). PoMRENzE, B.S., Lewis, 1936; M.A., Chicago, 1938. The United States and 
The de ntral America, 1893-1907. 1947. Chicago. 
wan R. Saenz, B.S., Columbia, 1942; M.S., 1943. Monetary policy and exchange 
1949. Columbia. 
G e Spitzer, LL.D., Vienna, 1927; M.A., Harvard, 1943. The effect of synthetic 
ion on world trade in basic raw materials. 1947. Harvard. 
SroveL, B.A., McGill, 1940; M.A., 1941; M.A., Harvard, 1943. Canadian balance 
nts, 1926-41. 1947. Harvard. 
Cyrit SWERLING, B.A., Toronto, 1941; M.A., Harvard, 1947. The international contro] 
1948. Harvard. 
lREIMAN, B.A., Chicago, 1939; M.A., 1943. Franco-American commerce, 1778-89. 
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\. Watiace, M.A., Yale, 1944. International aspects of sugar control. 1948. Yale. 
W. Wrrey, B.A., Lawrence, 1935; M.A., 1936. Foreign exchange control in Argentina. 


~ Wu, B.A., Customs College, Peiping; M.A., Wisconsin, 1945; M.A., Harvard, 
46. Russia’s foreign trade and her economic development, 1917-1941. 1947. Harvard. 
Lien YounG, B.S., Chiao Tung, 1939; M.B.A., Wharton, 1943; M.A., Harvard, 1945. 


ese maritime industries. 1948. Harvard. 


of N Business Finance; Insurance; Investments; Securities Markets 


Degrees Conferred 


» O. Bryson, Ph.D., Pennsylvania, 1947. Negro life insurance companies—a com- 
e analysis of operating expenses of Negro legal reserve industrial life insurance com- 
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Island cotton mills from 1790 to 1940, 1946. Brown. 

Josepa E. Kerper, Ph.B., Muhlenberg, 1936; M.B.A., Pennsylvania, 1937. Guaranteed 
wages—theory and practice. 1947. New York. 

REVEREND JAMES JOSEPH McGINLEy, B.A., Woodstock, 1933; M.A., 1934; M.A., Fordham, 
1937. Rapid transit in New York City: industry and worker, 1904-1944. 1947. Columbia. 

\ J. Penz, B.E.E., Fenn, 1933; M.A., Western Reserve, 1936; M.B.A., Northwestern, 

1943. Industrial relations practices in Louisiana. 1947. Ohio State. 


Theses in Preparation 


Ropert J. ALEXANDER, B.A., Columbia, 1940; M.A., 1941. Collective bargaining in Chile and 
the problem of government intervention in labor affairs. 1948. Columbia. 

Davip Harry ANGNEY, B.A., Idaho, 1933; M.A., Brown, 1934. Recent collective bargaining 
evelopments and wage bargaining changes in the Rhode Island textile industry. 1947. Brown. 

Rosert Scorr Bowers, B.A., Kansas Wesleyan, 1933; M.A., American, 1938. The labor 
policies of the National Association of Manufacturers. 1948. Wisconsin. 


» GEr HARD Bry, Faculty of Law, Berlin and Heidelberg. History of German wages. 1948. 


Columbia, 
Henry THEODORE BurcuHEL, B.A., Washington State, 1929; M.A., 1937. Compulsory ar- 
bitration in Australia. 1948. Wisconsin. 


Arun C, Cuarrapati, B.C., Bombay, 1944; M.B.A., Michigan, 1945. Organization of the 


labor market under a planned economy. 1947. Michigan. 
Joun Louis Corrican, $.J., B.A., Gonzaga, 1933; M.A., 1934. Management’s right to 
‘nage: a study in transition, 1919 and 1945. 1948. Catholic. 
Leon AnprEW Date, B.A., Tulane, 1946; M.A., Wisconsin, 1947. French labor history since 
1940, 1949. Wisconsin. 


James H. Davis, B.S., Missouri, 1937; M.B.A., Ohio State, 1940. The use of job analysis and 


e and duty study. 1947. Ohio State. 
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WALTER L. EIsENBERG, B.S., College of City of New York, 1941; M.A., Columbia, 194 
Trade union democracy. 1948. Columbia. 
Ennis KINGMAN EBERBART, B.A., Simpson, 1928; M.A., Columbia, 1929. The job oppo, 
tunities of racial minorities in America. 1948. Wisconsin. =i 
Rosert H. Fercuson, B.A., Union, 1938; M.A., Brown, 1940, The unionization of foremer 
1947. Cornell. 

Cyrit Lioyp Francis, B.A., Toronto, 1940; M.A., 1946. Government seizures of privat, 
owned industries as a result of collective bargaining disputes. 1948. Wisconsin. 

WiLurAM JosEpH Gorpon, O.S.A., B.A., Villanova, 1941; M.A., Catholic, 1944. Some 
state labor relations acts in operation. 1948. Catholic. 

HERBERT GERHARD HENEMAN, JR., B.B.A., Minnesota, 1938; M.A., 1943. Family participa. 
tion in the labor force. 1947. Minnesota. 

James CurisTIAN Hit, B.A., Swarthmore, 1935. Wage stabilization in the reconversion 
period. 1948. Columbia. 

THomas Etrrep Hocan, B.A., Washington, 1938; M.A., 1940. The wage policy of the National 
War Labor Board. 1948. Wisconsin. 

Joun Jeuck, B.A., Chicago, 1937; M.B.A., 1938. Profit sharing: a case study of Sears Roe. 
buck and Company. 1948. Chicago. 

Tuomas A. Ketty. Employment and wage changes in the southeastern states during Wor! 
War IT. 1948. Vanderbilt. 

Wiitt1aM Henry Know es, B.S., Iowa State, 1940; Ph.M., Wisconsin, 1942. Labor a: 
efficiency—the newer phase. 1948. Wisconsin. 

Davip Levinson, B.A., Scranton, 1942; M.A., Syracuse, 1943. The unionization 
visory and technical employees. 1948. Wisconsin. 

HarotpD Myer Levinson, B.A., Michigan, 1941; M.B.A., 1942. A study of wage trends 
selected union and non-union groups, 1900-1940. 1948. Michigan. 

Sar A. Levitan, B.S.S., College of City of New York, 1937; M.A., Columbia, 1939. The Ni 
York War Labor Board: review and appraisal. 1949. Columbia. 

SAMUEL Liss, B.S.S., College of City of New York, 1930; M.A., Columbia, 1932. Mobilizatior 
of agricultural labor during World War II. 1949. Columbia. 

ANTHONY STANISLAUS LuCHEK, B.A., Michigan, 1930; M.A., 1932. Labor relations 
automobile industry. 1948. Michigan. 

Moses LuKkaczer, B.S., Columbia, 1932; M.A., 1935. The National Wage Stabilizat 
Board, January 1, 1946—February 24, 1947. Columbia. 

THoMAS JosEpH McDonacu, C.S.C., Ph.B., Gregorian, Rome, 1939; M.A., Wisconsin, 1%5 
The Catholic social viewpoint in the labor movement. 1948. Wisconsin. 

MARTHA JANE MarsHALL, B.A., Chicago, 1939; M.A., 1945. Guaranteed annual wages. 1%/ 
Chicago 

THoMAS KENNEDY MaAyNarpD, B.A., Swarthmore, 1934; M.A., Pennsylvania, 1938. La 
arbitration in the full fashioned hosiery industry. 1947. Pennsylvania. 

Joun F. Meg, B.A., Miami, 1930; M.A., Maine, 1933. Contribution of personnel d« 
ments in the Air Transport Command to the science of personnel management. 

Marian Ricuarps Mernxotu, B.Ed., Southern Illinois Teachers, 1935; M.A., Illinois, 1% 
Changes in standard provisions of collective bargaining agreements 1940-1945. 1947. [iin 

Joun Tart Montacvue, B.A., Western Ontario, 1943; M.A., Toronto, 1946. Industrial rela 
tions in the packing house industry. 1948. Toronto. 

IrvING Paster, B.A., Wayne, 1931; M.A., 1938. Economic aspects of minimum wage reg 
lation. 1948. Michigan. 

Harry CLARE PENTLAND, B.A., Manitoba, 1940; M.A., Oregon, 1943. History of lal 
Canada to 1867. 1948. Toronto. 

Tuomas Epwarp Posey, B.A., Syracuse, 1923; M.A., 1925. The history of the labor 
ment of West Virginia. 1948. Wisconsin. 

Dwicut E. Rostnson, B.A., Yale, 1936; B.A., Oxford, 1941. Joint labor management ¢ 
tivities in the New York coat and suit industry. 1948. Columbia. 

SipnEY Rusry, B.A., Washington, 1937; M.A., 1938. Collective bargaining units. 1* 
California 
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\fae KatzEN SALzER, B.A., Brooklyn, 1934; M.A., Columbia, 1935. The hours question. 
1948 Columbia. 
<:Taun SOLOMON STEPANSKY, B.A., Wisconsin, 1939; M.A., 1942. The effect of government 
avencies on the internal processes of the labor movement. 1948. Wisconsin. 

FREEMAN FLoyp SuaceEE, B.A., Oklahoma, 1943; M.A., Wisconsin, 1946. Management rights 
‘» labor relations. 1948. Wisconsin. 

RogeRT TANNENBAUM, B.A., Chicago, 1937; M.B.A., 1938. The area of managerial discretion 

h special reference to selected management-union problems. 1947. Chicago. 

MouamMap Amin Kaan TAREEN, F.A. and M.A., Punjab. Comparative studies of industrial 
relations in Canada and India. 1948. Toronto. 

losepH WALTER TOWLE, B.A., Lehigh, 1932; M.B.A., Northwestern, 1938. Department store 

nersonnel relations. 1948. Northwestern. 

VipkuNN EucEN Utrrksson, B.S., Minnesota, 1937; M.A., 1943. The history of the labor 
relations of the American commercial telegraph industry. 1948. Wisconsin. 

4,r0on W. WARNER, B.A., New York, 1929; LL.B., Harvard, 1932. International labor and 
the United Nations. 1949. Columbia. 

Wrus D. WEATHERFORD, B.A., Vanderbilt, 1937; B.D., Yale, 1940; M.A., Harvard, 1943. 
North-South wage differential. 1948. Harvard. 

Wertz, B.S.S., College of City of New York, 1928; M.A., Columbia, 1932. The role of the 

intellectuals in the American labor movement (1865-1944). 1947. Columbia. 

Hucu Epwin Youn, B.S., Maine, 1940; M.A., 1942. The role of leadership in American labor 
istory. 1949. Wisconsin. 


Social Insurance; Relief; Pensions; Public Welfare 


Degree Conferred 


DANIEL SCHEINMAN, Ph.D., Chicago, 1945. Central versus local responsibility for unemploy- 
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Theses in Preparation 


Westey GLENN CAMPBELL, M. A., Western Ontario, 1944; M.A., Harvard, 1946. The financ- 
f social security in relation to taxable capacity in Canada. 1947. Harvard. 
Crossy, B.A., Pomona, 1927; M.A., Columbia, 1934. Health and welfare developments 
collective bargaining in selected California industries. 1949. Columbia. 
WittraM C. GreENouGH, B.A., Indiana, 1935; M.A., Harvard, 1938. Retirement and survivor 
benefit plans for college staff members. 1947. Harvard. 
\. G. Grirrin, B.A., North Carolina, 1921; M.A., 1923. Some economic aspects of social in- 
surance. 1948. North Carolina. 
ELIZABETH HARWELL JACKSON, B.A., Swarthmore, 1941; M.A., Radcliffe, 1946. Unemploy- 
ment and disability in Puerto Rico. 1948. Harvard. 


GrorcE Mason Kerru, B.A., Wisconsin, 1924; M.A., 1931. Economics of old age assistance 
iS EX ed by the experience in Wisconsin. 1947. Wisconsin. 

W.W. Pare, B.A., Henderson Brown, 1936; M.A., Louisiana State, 1938. Social security in the 
South. 1948. North Carolina. 

ARTHUR HALLAM REEDE, B.A., Penn State, 1931; M.A., 1932. The Italian system of family al- 


1947. Columbia. 
Consumption; Cooperation 
Degree Conferred 
JANE AGNES OGLE, Ph.D., Harvard, 1947. Nutritional assessment of populations. 


Theses in Preparation 


\rTHUR L. BEKENSTEIN, B.A., West Virginia, 1941; M.A., Columbia, 1942. The origins and 
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Boon-Lup Caen, M.S., New York, 1945. An appraisal of the cooperative movement in China 


1948. Minnesota. 
DONALD ALBERT ScHWARTZ, B.Ed., Minnesota State Teachers, 1933; Ph.M., Wisconsin, 1943, 


Consumers’ cooperatives in the evolving economic structure of America. 1947. Wisconsin, 


Population; Migration; Vital Statistics 


Degree Conferred 


Davis McEnTIRE, Ph.D., Harvard, 1947. An economic and social study of population move. 
ments in California, 1850-1914. 


China, 


1943, 
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